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‘-_[NDEPENDFNT AUDITORS REPORT

To the Board of Dlrectors and Shareholders of
~‘Suzano Petroquimrca S. A
Sﬁo Paulo SP Brazr ;

Om' audlts weg'e conducted in’ accordance with'ay dltmg standards in Brazrl and comprlsed
(@) plannmg of the work, takm_g mto consrdera_" -the: s " cance of the ba.lances volume-

aterial respe]cts the consolidated ﬁnanmal posmon of Suzano Petroqmmlca S:A and |
- " subsidiaries las of December 31, 2006, and ‘the results .of their operations, changes m o

JJJJ 3_shareholders fequrty, and - changes in their ﬁnancral P :
a“'-lif‘_fCOnforrnlty w1th Brazﬂlan accountmg practlces R

4.. _.Our audrts \\irere condncted for the purpose of expressmg an’ oplmon‘ on: the. ﬁnanclal :

* {statements referred to in paragraph 1, taKen as a whole:;The consolidated: statements of cash * ~
'{A.;éﬂows whrch”are presented for purposes of provrdmg supplemental information, are mot - -

. }required under: Brazilian :accounting practices.. Such information 'has, been-subject:tothe ". . © -
. ‘same: audltmg',procedures applied in the audit-of the basic'financial statements:and, in'our .
oplmon is fmrly stated; in all material respects,:in- relatlon to. the basic ﬁnancral statements

J. . as of December 31 2006 referred to. m paragraph 1, taken asa whole' o

T e e s o A TR Nl Lttt s R o A TR T LTI T ,"M__mm.: ;r«'mm;sw.




Deloltle Toucha Tohmatsu ‘i;:"

:_::'We have prevmusly audlted the consohdated”ﬁnanmal s emcnts' of the Company a.nd the _f o

' accountmg pri'nétpleé m the. Umtcd ‘States « of América -
C -presented the nalure and cffect of such dlfferences in Note 28:10 the’
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SUZANQ PETROQUIMICA S.A.
T
CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

(In thousands of Braznllan reais, except for earnings per share)

1{ ‘
'
; )|
3
GROSS OPERATING REVENUES
Taxes on sales and other sales deductions

NET SALES I 18
Cost of sales } 18
|
|

GROSS PROFIT
OPERATING (EXPENSES) REVENUES

Selling expenses 1 [

General and admmls_t{atwe expenses

Financial expense, net 20
Exchange variation . 20
Goodwill amortizati'o;l

Other operating revc{x{ulcs

18

OPERATING INth/Il:E (LOSS)
Nonoperating revenues (expenses)

INCOME (LOSS) B:EI FORE INCOME TAXES AND

MINORITY INTEREST

|
Current income and !somal contribution taxes 10.b

Deferred income and social contribution taxes 10.b

| |
}

INCOME BEFORE ‘M INORITY INTEREST
Minority interest |
N
l

i
1
i
1

NET INCOME

1

r
EARNINGS PER SHARE - R$

NUMBER OF SHARES AT YEAREND

‘ | |

2006 2005
3,184,497 2,459,782
(702,015) (543,113)
2,482,482 1,916,669
(2,150,304) (1,619,298)
332,178 297,371
(173,825) (136,110)
(85,849) (65,241)
(194,768) (94,525)
102,663 26,419
(57,321) (19,462)
13,763 24,833
(63,159) 33,285
36,879 (23,497)
(26,280) 9,788
(27,841) (25,754)
54,696 31,854
575 15,888
(559) (644)
16 15,244
0.00 0.07
226,695,380 226,695,380

The accompanying notes are an integral part of the financial statements.
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SUZANO PETROQUIMIQA S.A,

CONSOLIDATED STAT[’.MENIS OF CHANGES IN FINANCIAL POSITION

FOR THE YEARS ENDED DECI MBER 31, 2006 AND 2005
(In thousands of Brazilian reals)

)
:

SOURCES OF FUNDS i

Operation sources of funds (as described below)

New long-term loans ' ‘H

Increase of noncurrent IlablilllLS

Decrease of noncurrent asscl.s

Reduction of working capllzil‘rcr;ullmg from conso]ldatlon of companies

Transfer of financing lo long,I term

Transfer of investments to currcnt assets

Transfer of supplier to long n?rm

Other

Total sources : i

APPLICATIONS OF FUNIi)S
In noncurrent assets: 1
Additions in investment (mcludmg goodwill)
Additions to property, plﬂnl and equipment
Additions to deferred chargcq

Increase in noncurrent assetsi
Decrease of noncurrent Ilablhlles
Dividends - proposed and pa1d
Aquisition of minority mterest
Effects in working capllal nct
Other
Total applicalions 1'
N
INCREASE {DECREASE) IT WORKING CAPITAL
| |
REPRESENTEDBY | ¢
Variation in current assets' ||
Variation in current Iiabililic_sil
f
INCREASE (DECREASE) iN WORKING CAPITAL

OPERATION SOURCES Ol' FUNDS
From operations; !
Net income !
Minority interest on income
Expenses (revenues) that dc‘) not affect working capital:
Depreciation and amomzat:on
Net book value of propcrty plant and equipment disposals
Deferred income taxes' ||:
Provision for losses wnh lCMS tax - long term
Provision for contmgencws long term
Goodwill amortization
Long-term interest chargts monetary variation and exchange losses
Other

Funds from operations

lij
|l

The accompanying notes a're integral part of the financial statements.

2006 2005

284,221 142,307
37,051 602,986
46,326 54,047
7,189 47,017

. 111,715
450,256 -
- 34,778
26,596 -
11,500 2,881
863,139 995,731
. 696,366
93,273 126,908
25,090 147,316
118,363 970,590
68,627 145,042
£9,445 187,202
- 4,352

2,986 951
47,305 .
- 215
256,726 1,308,352
606,413 (312,621)
210,675 333,782
(395,738) 646,403
606,413  (312,621)
16 15,244

559 644
118,718 68,151
190,549 99,843
(40,561)  (35,890)
320 2,115
(2,728) (3,197)
57,321 19,762
(39,096)  (27.922)
(877) 3,557
284,221 142,307

an
|||
|
:!'
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SUZANO PETROQUIMICA S.A. !

CONSOLIDATED STA

'

TEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

1l '

{In thousands of Brazilian reais)

The Company disbursed

The accompanying notes are an integral part of the financial statements,

|
| 2006 2005
- CASH FLOWS FROM OPERATING ACTIVITIES
Net income ‘ 16 15,244
+Minority interest on income ' 559 644
Adjustments to reconclle‘ Inet income to cash generated by operating activities: )
Depreciation and amortllzatlon 118,718 68,151
Disposal of permanem assets ' 35,919 36,279
Goodwill amortlz.atmnt Co 57,321 19,762
Loss from dilution of pdmctpatlon in'investees - 3,789
Interest charges, moriet?lu'y variations and foreign exchange losses (gams) net 87,181 (2,497)
Provision for contmger'n“c:les and other (2,728) 614
Deferred income taxes (29,148) (34,283)
Other 4,446 2,989
-Changes in assets and llablht:es ‘
Decrease (increase) i m trade accounts 'receivable (162,375) 117,730
Increase (decrease) i 1{1 wventorles ‘ . 17,190 (42,195)
Decrease (increasc) in recoverable taxes (31,861) 10,980
Decrease in other cur;re‘ll]t and long-term assets (59,961) (299,659}
Increase in payables to suppliers | 35,003 95,736
Decrease in other current and Iong-term liabilities (151,060) (22,356)
Cash flows from operattlﬂg activities (80,780) (29,072)
CASH FLOWS FROM Il‘\JVESTING ACTIVITIES
Cash collected on sale [m:' :equlpment/subs:dlarles net of cash of subsidiaries sold 125,461 - 65,747
Acquisitions, net of cash acquired (including goodwill} (2,713)  (690,020)
Acquisition of minority mterest (2,986) -
Additions to property, plant and equiptnent (84,344)  (119,820)
" Additions to deferred charges ' (25,0000 (125,095)
Cash flows provided bgf used in}) investing activities 10,328 {869,188)
CASH FLOWS FROM FINANCING ACTIVITIES
‘Payment of dividends ‘ (4,180) (28,002)
.Proceeds from new loans 852,406 1,770,153
Payments of loans } {671,066) (808,778)
Cash flows from financing activities 177,160 933,283
INCREASE IN CASH'AND CASH EQUIVALENTS 106,708 35,023
Cash and cash equivalents at the bcgmnmg of the year 197,323 162,300
-Cash and cash equivalénts at the end of the year 304,031 197,323

during the year ended December 31, 2006 R$107,594 to pay for interest on loans.

|
|
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SUZANO PETROQUIMICA S A.

3l
NOTES TO THE C(DNSOL]DATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005
(In thousands of Bra21han reais, unless otherwnse indicated)

PO

. i
1. OPERAT[ONS ’

The operatlons lof Suzano Petroquimica S.A. (the “Company™), a publicly-owned company,
include: (a) manufacturmg, development, importation and exportation of polypropylene
used in the pro}ductlon of auto parts, household appliances, containers, bottles, packaging,
carpets, fumlture and other; (b) holding company of investments in any company or
enterprlse (c) leasmg or granting the use of its assets relating to the above activities referred
to in item (a) above and {d) rendering of services relating to the activities described above.

|
Up to Novembler 30, 2005 the Company was a holding company which held certain
investments mlr jointly-controtled companies. The Company began to have its own
operations aﬂer'the acquisitions described in Note 2 below.

As of July Ili 2006, the Company concluded the first phase of the increase in the
production capacny of polypropylene at Maua’s plant. This project increased production
capacity of polypropylene by 60,000 tons per year, to 360,000 ton per year, becoming the
Maua plant the largest polypropylene manufacturing facility in Latin America.

The Company lholds investments in the following jointly-controtled subsidiaries:

Petroflex Indﬁsl,tria e Comércio S.A. (“Petroflex™

Production of emulsmn and solution elastomers used for production of tires, tread bands and
rubber for shoes televisions, refrigerators, hoses, gaskets, pads, bushing, carpets and other.

Rio PohmerosiS A. (“Rio Polimeros™)

Production (540 000 tons of capacity per year) of polyethylene from the fraction of natural
gas extracted from Bacia de Campos, Rio de Janeiro.

On October 3l 20035, Rio Polimeros completed its premarketing operations, which included
purchasing and‘ resale of polyethylene manufactured by third parties, the objectives of which
were the traml‘lllg of sales, logistics and technical assistance teams, and testing of distribution
systems, to pre‘pare for the operating phase of the plant. These premarketing operations were
contemplated i in the business plan and were reflected in results of operations for the first
semester of 2005 All expenses not related to premarketing operations were capitalized

during the preoperatmg phase, as they related to the construction project of the plant.
The operatmg iphase began on March 31, 2006 after the conclusion of tests performed in

accordance wnth the construction agreement. As a result, the statement of income includes
operations forJthe period from April 1 to December 31, 2006.

|
| o




Suzano Petroquimica S. Al

}
i

In April 2006, Rio Polimeros started its industrial productlon and considered concluded the
construction of the plant facilities denominated Gas Chemical Complex in Duque de Caxias,
State of Rio de Janeiro. The services of construction, engineering and assembly ‘were
conducted by the consortium formed by ABB Lummus and Snamprogetti.

The net loss mc':urred by Rio Polimeros in the period of nine months ended December 31,
20006, amountmg to R$92,403 (being R$30,798 the Company’s share of that loss), was
heavily 1mpacteld by the low margin experienced in the beginning of operations. Based on
posmve pro_|ected results of operations, management expects to realize both the investments

i
in noncurrent assets and deferred income taxes on tax losses.

CHANGE IN ‘OPERATIONS AND CORPORATE STRUCTURE

l
On September l 2005, the Company acquired all capital stock of Basell Brasil Poliolefinas
L.tda. from Basell International Holdings BV (“Basell”). Basell Brasil Poliolefinas Ltda.’s
sole asset was 5|0% of the capital stock of Polibrasil Participagdes S.A. (“Polibrasil”). As a
result of this acqursmon the Company held 100% of the capital stock of Polibrasil, which in
turn held 98. l% of the capital stock of Polipropileno S.A., which in turn owned 100% of the
Pohbrasrl Resinas S.A., an operating company with total annual production
capacity of 625 OOO tons of polypropylene and 25,000 tons of polypropylene compounds. At
the same time the Company agreed to sell 100% of polypropylene compound business unit
to Basell. | I
|

The price of the acqursrtlon of Basell Brasil Poliolefinas Ltda., subsequently renamed
Suzano Polioléfinas Ltda., amounted to R$668, 493, generating goodwill of R$418,374,

representing expectatlon of future profitability.
i

On SeptemberlBO 2005, the indirect subsidiaries Suzano Poliolefinas Ltda. and Polibrasil
ParticipagGes S A. were merged into the direct subsidiary Suzano Quimica Ltda., which
became dlrect shareholder of Polipropileno S.A.

Hl

On November 29 2005, the subsrdlary Suzano Qu1mlca Ltda acquired an additional 1. 38%
of Pollproplleno S.A. for R$17,927 in a pubhc offering, generating goodwill of R$10,320.
Polipropileno ¢ S A. then redeemed its remaining capital stock (less than 5% of total stock) by
means of a depos1t of R$6,582 to make future liquidation pavments to the remaining
minority shareholders that did not participate in the public offering. As a result, Suzano

Quimica Ltda fbecame the owner of 100% of the capital stock of Polipropileno S.A.

il
On November,GO 2005, Suzano Quimica Ltda., Polipropileno S.A., Polibrasil Resinas S.A.
and Polibrasil “Compostos S.A. were merged into the Company, Wthh became an operating
company, a rlnanufacturer of polypropylene.

On April 4, 2006 the subsidiary SPQ Investimentos e Participagdes Ltda. (“SPQ”), together
with Sumltomo Chemical Company Limited and Itochu Corporation (“Japanese Group”),
established a stock sale and purchase agreement with Braskem S.A., in order to sell their
total capital stock in the jointly-controlled subsidiary Politeno Industrra e Comércio S.A.
(“Politeno™). For its share on the capital stock of Politeno, the Company received an initial
amount of R$129 704 plus an agreement for an additional collection or payment dependent
upon the behawor of the difference between the net price of polyethylene and the price of

|
|
l
]



ethylene (the so ~called spread of polyethylene), being ethylene referred-to the price of
naphtha, durmg the 18 months subsequent to the sale. This agreement for the future

collection or payment of additional consideration was characterized as a hybrid derivative
financial mstrument and, accordingly, recorded at the fair market value computed on the

basis of pl‘O_]GCtlﬁl’lS of the behavior of its variables in the future, determined by independent
finance consultf‘mts As a result, in the consolidated financial statements the Company
recognized a gain of R$29,453, which was classified as “Nonoperatmg income”, in the

consolidated statement of income. The recognition of this gain assumes a more favorable
perspective of tl?e behavior of the spread of polyethylene for that future period, based on the
assumptions used by independent finance consultants.

Suzano Petroqufmlca S

On April 4, 2006 the Company, through its subsidiary Polipropileno Participagdes S.A.,

| Braskem S.A. 75,669,544 shares issued by Nordeste Quimica S.A.
Norquisa, whlch represents 8.9% of the voting capital and 10.9% of -total capital, for
2,129,324 preferred “A” shares issued by Braskem S.A., which represent 0.6% of total
Braskem’s capltal On April 6, 2006, the market value of such shares was R$33.5 million
(R$15.74 per rshare at BOVESPA - Sdo Paulo Stock Exchange and the book value of
Norquisa’s stock was R$24 million, resulting in a gain of R$9.5 million, which was
classified as equrty in earnings of subsidiaries and as nonoperating income, in the individual
and consolldated jstatements of income, respectively, for the quarter ended June 30, 2006. As
of September 28 2006, the subsidiary Polipropileno ParticipacSes S.A. was merged into
SPQ, based on ah appraisal of the book value of the investment performed and reported by

an mdependeni a‘l‘ccountant

Hl

On December, 22 2006, SPQ capital was increased by R$52.5 million through the
subscription, at | book value, of shares by the Company, and paid with 4,759,274 common
shares and 2320 597 preferred shares of Petroflex previously owned directly by the
Company. L

PRESENTATiON OF FINANCIAL STATEMENTS

The financial ! ‘statements have been prepared in accordance with Brazilian accounting
practices and the rules and: ‘regulations of the Brazilian Securities Exchange Commission
(CVM).

F
Certain reclassrf' cations have been made to the Company s financial statements as of and
for the year ended December 31, 2005 to conform to the 2006 presentation, as well as to
adequate such Hf‘ nancial statements to the requirements of the CVM Deliberation
No. 489/05. Certam reclassifications, modifications, and changes in terminology have been
made, in orderg to conform more closely to reporting practices prevarlmg pursuant to
generally accepted accounting principles in the United States of Ame rica - U.S. GAAP.

The Companyﬁ consolidated financial statements as of December 31, 2006 are not
comparable to the consolidated financial statements as of and for the year ended December
31, 2005, which reflect the 33.89% ownership interest in Politeno and 50% ownership

il
interest in Pohbrasrl

l

Until March 3 1 ,#2006, Rio Polimeros was in preoperating phase.

10
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Suzano Petroquimica S.A.

The preparatlon of financial statements requires the use of estimates. Accounting estimates
were based*o‘n objective and subjective factors, including management’s judgment in
determining the adequate amount to be recorded in the financial statements. Significant
items sub_]ect“to estimates and assumptions include the allowance for doubtful accounts,
provisions fori|losses on other current assets, useful lives of fixed assets, goodwill and its
amortization, deferred income tax assets, provision for contingencies and the fair value of
financial 1nst{luments, including Politeno’s stock sales agreement. The Company’s

management rewews its assumptions and estimates regularly.
1

Note 26 mcluides a “pro forma” balance sheet as of December 31, 2005 and *“pro forma”
statements of i mcome for the years ended December 31, 2006 and 2005 as if Polibrasil had
been consolldated by the Company from January 1, 2005 and not including Politeno in the
consolidation |f'or the first quarter of 2006 and year ended December 31, 2005.

4. DESCR[PTIQN OF SIGNIFICANT ACCOUNTING POLICIES
a) Recogniti.olri of revenues and expenses

Results of operatlons are recognized on the accrual basis. Sales revenue is recognized
when all re”IIated risks and benefits of products are transferred to the customer. Revenue
is not recognized if there is significant uncertainly as to its realization.
S
il . . . .
b} ltems denommated in forelgn currencies

Monetary assets and liabilities denominated in foreign currencies are recorded based on
the exchange rate at the balance-sheet date. Changes in exchange rates result in
transaction 'gains and losses which are recognized currently in income.

Al
c) Rights and |o‘bligaticms

Monetarllyirestated according to contractual financial charges or exchange rates, to
reflect amouints accrued through the balance sheet date.

d) Cashand eaéh equivalents

Include petty cash, bank accounts and highly-liquid temporary cash investments with
original maturmes of less than 90 days. Temporary cash investments are recorded at cost
plusi mcome 'acerued to the balance sheet date, which does not exceed market value.

e} Marketable securities
"l

Represented ‘by stock of listed companies recorded at the lower of cost or fair market
value.

|
f) Allowance for doubtful accounts

Determined |by means of the analysis of historic losses, assessment of balances with

realization| risks, specific risks of the portfolio, past experience and negotiations in
process.

11
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Suzano Petroquimica S.:A.
i

g

h)

k)

k)

D)

i
Accountsj receivable

The dlscounted export receivables, discounted trade receivables and vendor operations
were reglstered as reduction of accounts receivable.

lnventoriesi
Stated at average cost of acquisition or production, which does not exceed market value.
Production ‘costs reflect the full absorption method based on normal utilization of
productioh,capacnty, the impact of underutilization of capacity is charged to income
currently.. Spare parts are stated at acquisition cost and charged to manufacturing costs
upon COl‘lSEuErlnpllOl‘l or obsolescence.

Investmen_ts

The 1nvestment in jointly-controlled subsidiaries is stated under the equity method in the
individual financ1al statements of the Company. All other investments are recorded
under the, cost method. Goodwill from acquisitions relates to the expectation of future
profitablllty‘land is being amortized over periods of seven to ten years. The investments
in the capltial stock of companies which have been destined for sale is-reclassified to
current assels and is carried at the lower of cost or market value. The Company reviews
the accountmg practices used by subsidiaries and, in case of differences with the
Company’s |accounting practices, makes adjustments to their shareholders’ equity and
results of opérations, for purposes of application of equity method.
! '
Property, plant and equipment

Stated at Lathwsmon or construction cost, plus interest and other financial charges
incurred duFmg construction. Depreciation is computed under the straight-line method at
the rates bas'ed on the estimated useful lives of the assets (see Note 13). Expenses related
to scheduled shutdown of plants are capitalized in the cost of related assets and
deprecnated”durmg the period between the current shutdown and the next scheduled

shutdown, the intervals may vary from one up to three years.

Deferred dhzTrges

Expendltunis incurred during the preoperating phase are recorded at cost and deferred
and amomzed after the start-up for ten years. In the consolidated balance sheet and in
the Company s individual balance sheet after the merger of subject compames balances
of goodw1|l resulting from the acquisition of subsidiaries mentioned in Note 2 are
reclassified to deferred charges. Goodwill from acquisitions relates to the expectation of

future prof' tablllty, which has been amortized over a period of seven to ten years.
1
Income and

social contribution taxes

Recognizedi on the accrual basis. Deferred income taxes have been provided for on
temporaryndlfferences between the tax basis and book basis of assets and liabilities.
Deferred mc'ome taxes on tax losses and temporary differences were recognized taking
into account the historical profitability and the expectations of generation of future
taxable mco'}ne based on feasibility studies. Subsidiaries located in the State of Bahla or

12
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Suzano Petroquimica S.A.

m) Provisions

p)

q)

|
which operate plants located there are entitled to a benefit of reduction in and/or
exemptlon of income tax which was granted in prior years. The benefit is deducted from
income taxlpayable and recorded by the individual companies as capital reserves,
directly mistllareholders equity. For purposes of the consolidated financial statements,
income tax jexpense is- stated at the amount net of the tax-incentive exemption or
reduction. ;

[ :
A provision is recorded in the balance sheet when the Company has an obligation by law
or resultmé ]from a past event and it is probable that funds or assets will be needed to
settle such|obllgauon Provisions are recorded based on the best estimates of the risk
involved whlch are supported by the external legal counsel’s opinion. The balances of
provisions Im‘e deducted of escrow, if applicable.

. I
Deferred income

Related to {negatlve goodwill from prior acquisitions of shares of Polibrasil companies
that have been merged into the Company, which have been amortized over a period of
seven years the same period of amortization of the goodwill paid in the last acquisition
of Polibrasil (':ompames

Interest on'Ecapital

l
Recorded orlgmally in accounting records as finance income, when declared or paid by
subsrdlarles or affiliates, and as finance expense when interest is appropriated to
shareholders| ‘ However, for purposes of the financial statements the Company uses the
essence of th‘e transaction and, accordingly, credits and charges for interest on capital are
considered! ds dividends received and paid, respectively, and do not flow through
income, Consequently, interest on capital received from subsidiaries and affiliates is
credited to ‘tltlle investment captlon and interest on capital paid or payable to shareholders
is charged tol retained earnings.

[ .

Pension plan contributions

Contributions to prwate def' ned-contribution pension plans, computed according to the

‘rules of such‘plans are charged monthly to income. For the few cases of employees who

remain entltled to defined-benefit plans, a provision is recorded to recognize the possible
deficit, if any, determined on the basis of studies developed by independent actuaries. In
case of excess assets in overfunded plans, the Company does not recognize the
correspondimg assets.

I
Financial instruments - derivatives

Derlvatlve!contracts are accounted at the balance sheet date using their respective

il _
settlement va]ues Gains and losses earned or incurred as from these instruments are

recogmzedras revenues and expenses currently.

. B .
l
f
|
!
|
!
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" Suzano Petroguimica S A

CO.NSOLIDAT)ED FINANCIAL STATEMENTS

\ :

Consolidated ﬁnancnal statements include the Company and its direct and indirect
subsidiaries, and the Company s jointly-controlled subsidiaries, which were proportionally
consolidated, accordmg to the following percentage shares:

| . 2006 2005
| : Voting Total Voting Total
i ' % % % %
Suzanopar Petl‘oqunm:ca Ltd. 100.00  100.00 100.00 100.00
Polipropileno Partlclpagoes S.A. (a) (a) 9646 93.40
Rio Polimeros|S|A. 3333 3333 3333 3333
SPQ [nvestlmelnl'ltos e Participagdes Ltda. 100.00  100.00 100.00 100.00
Petroflex Industna ¢ Coméreio S.A. 20.14 20.12 - 2014  20.12
Politeno Industna e Comércio S.A. (b) (b) 3500 33.89
Politeno Empreendlmentos Ltda. (b) (b) 9999 99.99

(a) Merged into1 SPQ Investimentos e Participagdes Ltda. on September 28, 2006 (see Note
2). 1

1
(b) The interesTt hvas sold in April 2006 (see Note 2).
|
Description of Ltlﬂe main consolidation procedures:
|

e Elimination of assets and liabilities between consolidated companies.

» Elimination of participation in capital, reserves and retained earnings of consolidated
subsidiaries|

* Elimination OHT income, expenses and unrealized income from intercompany transactions.
. Segregation! of minority interests from equity and results of operations.
i
e The clements of the financial statements of jointly-controlled subsidiaries were
consolidatediand eliminated (when this was the case) at the subject percent rate of
participation i in total capital (proportional consolidation).

e The ﬁnancnal position of the Securitization Fund (FIDC) formed by receivables of the
jointly- control!ed subsidiary Petroflex was consolidated into the Company according to
its share on the subsidiary’s capital. The amount of subordinated shares owned by the
_]omtly-controlled subsidiary was eliminated against the equity of the FIDC, the net
amount of which was classified as a current liability with FIDC investors.

| | 14
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Suzano Petroguimica S!A.
6. CASH AND.CASH EQUIVALENTS
|
: 2006 2005
ol
Petty cash [ - 14
Bank accoun’tsE | 41,891 159,243
Temporary cash investments 262,140 _38.066
o 304,031 197,323
L
| =
7. TRADE ACC(’)UNTS RECEIVABLE
j 2006 2005
Domestic clierits 399,612 383,082
Foreign clierits 151,975 86.441
. ' ' 551,587 469,523
Discounted recewables (56,317 (37,462)
Vendor operat'ons *) (162,339) (189,642)
Allowance for doubtful accounts (14.351) (15.083)
% | 318,580 227,336
il '
Receivables cfassiﬁecl under current assets 310,245 214,312
Receivables classiﬁed under noncurrent assets 8,335 13,024
(*) Operations by means, of which customers obtain bank funding to settle in cash their
purchasefsl from the Company, which provides guarantees to the banks. In case of

delinquency by customers, the Company must reimburse these banks.

The J0|ntly-c01!1trol]ed subsidiary Petroflex established a securitization fund in December
2003, which, has a three-year term, and is managed by Votorantim Asset Management
Distribuidora de Titulos ¢ Valores Mobiliarios Ltda. The fund is formed primarily by
accounts recelvables of this subsidiary, originated from trade operations with domestic
clients. As of||December 31, 2006, the jointly-controlled subsidiary had 12,773,278.87
subordinated, shares of the securitization fund corresponding to R$20,163, and unit value of
R$1.5785 (16, 553 ,907.54 subordinated shares, corresponding to R$22,327 and unit value of
R$1.3487 as. of December 31, 2005) equivalent to 16.79% of the total securitization fund,
the remaing amlounts belong to third parties.

The summary of aging of accounts receivable is as follows:
|
|

{ 2006 2005
Current accoiu‘nlts:
From 1 to 30|days 313,995 176,183
From 31 to 60 days 104,028 150,906
From 61 to 90 days 51,490 54,210
From 91 t0‘360 days 19,593 38,624
More than 360 days : 8.041 1.918

497,147 421.841

Il
!
1
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Suzano Petroquimica‘s! A
O
1 i 2006 2005
Past-due accounts:

From | to 30|days 32,647 22,066
From 31 to 60 days 2,957 4,072
From 6! to 90 days 1,694 1,886
From 91 to 360 days 11,568 5,869
More than 360 days 5,574 _13.789
54,440 _47.682
351,587 469,523

Consolidated

e T e

8. INVENTORil;:
|
|

2006 2005
Finished prodtlll:ts 164,912 188,530
Work in progress 2,583 10,958
“Raw materlalsI 57,582 61,536
Auxiliary matelrlals and other 1,527 13,615
Maintenance’ matenals 32,580 21,068
Proviston for [bsses in inventories (2.987) _(3.278)
| 220,197 292,429
il
9. RECOVERABILE TAXES
Al 2006 2005
Advances for lﬁcome and social contribution taxes 6,737 13,365
Recoverable l(;l}‘MS tax 192,241 193,039
Provision for losses on ICMS tax credits (5,870) (9,140}
Other A 23.198 13,388
q i 216306 210,652
|
Amount claSSIf' ed under current assets ‘ 38,207 69,360

Amount claSSIEI'ed under noncurrent assets 178,099 141,292

The Company and its jointly-controlled subsidiaries have accumulated ICMS (State Value-
-Added Tan-l VAT) tax credits as a result of the interstate sales, the tax rate of which is
lower than the rate on purchases of raw materials, and of export sales which are exempted
from this Staté tax.

The Company Iand the jointly-controlled subsidiaries have developed tax planning strategies
for recovery Pf accumulated ICMS tax credits represented by the initiatives discussed
below. The prowsrons for losses on these credits have been determined on the basis of the

average dlscou'nts granted in negotiations for some plants.

Al 16




Suzano Petrogquimi

i

a 5.A.

g___

Company

b
|
\
Plant locateq in Camagari - BA

1) Deferra:l (exemption) of ICMS tax on importation of materials used for manufacturing
purposes"lon purchases from suppliers located in the State of Bahia and on importation
of machmery and equipment. As a result, beginning in March 2005, there have been no
new credits on these acquisitions, permitting the realization of existing credits.

I

2) Monthly |transfer of ICMS tax credits arising from local sales to the naphtha cracker

(Bahlapla{st Program ‘ProBahia and Desenvolve).

3) Pendmg approval from State tax authorities (Bahia), since August 2006, for the
contractefl alienation to third parties of R$30 million of tax credits arising from the
acquisition of raw materlals

L

Plant located in Maua - SP

1) Negotlatlons with the State tax authorities for the transfer of ICMS tax credits on
exports; [amountmg to R$14 million, to be used for the payment of raw material

purehasesI without any discount.

2) Negotiétilon with the State tax authorities for a special tax regime for appropriation and
automatlc transfer of export tax credits by means of insurance mechanism (“Fast-
-Track”)

3) Negotlatlon of tax incentive project for the plastic transformation industry chain with
the State’tax authorities, aimed at the reduction of the intra-state tax rate of basic and
intermediary petrochemical products to 12%, neutralizing the accumulation of unused -

balances[%f credits resulting from the inter-state sales.

4) Restrucituring of operations among plants to optimize the utilization of tax credits.

Jointly-cont’rolled subsidi%aries
]

Rio Polimeros

The Company s participation on the tax credits of Rio Polimeros on December 31, 2006
amounts to: R$77 354 (R$5] 247 on December 31, 2005), being the portion of R$72,757
related to deferred credits, recorded based on Decree-Law No. 25,665/99, charged in the
importation' Lof equipment utilized in the construction of the industrial facilities. The Decree
allows the f)olstponement of the payment of VAT for six years, considering the acquisition
date, wathout”chargmg interest. At the moment taxes become due, the jointly-controlled
submdnary has the right to compensate the amount with monthly VAT obligation generated
in the course '5F its normal operations, in a period of 48 months.

The Compatny and the jointly-controlled subsidiaries will continue to review periodically the
realization ‘ot*" ICMS balances and the need to adjust the provision to bring the asset to the
likely value to be recovered.

17
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10. INCOME ANI?

a) Deferred ilfcome tax assets

1

Suzano Petroquimica S'.A.l

SOCIAL CONTRIBUTION TAXES

f
Deferred income tax assets of the Company, its subsidiaries and jointly controlled

sub51dlar|es
tax losses. |

On Decemb

purposes of Social contribution tax amounting to R$166,153 (R$135,451 in 2005).

included i iin the financial statements arise from temporary differences and

e 31, 2006 the Company has accumulated tax losses -for purposes of
corporate mcome tax amounting to R$152,799 (R$120,603 in 2005) and tax losses for

The composition of deferred income tax assets is as follows:

|
|
|

Current: |
Tax Iosse;;
Temporary,

|

Long term ::
Tax IosseF
Temporary

|
|
|
|

Current:
Tax losseF.
Temporall'y

|

Long term:
Tax Iosses
Temporax;y

|
|
!

differences

differences

differences

differences’

2006

Petroflex

Suzano Rio Inddstria e

Petroquimica Polimeros Comércio
S.A. S.A. S.A. Total
- - 35 35
- 5,170 _567 5,737
- - 3,170 002 5772
53,315 11,506 - 64,821
15,201 - 3,105 18,306
68516 11506 3005 83.127

2005

Petroflex Politeno

Suzano Rio Industria e Industria e

Petroquimica Polimeros Comércio Comeércio
S.A. S.A, S.A. S.A. Total
12,488 - 35 - 12,523
29,830 984 - - 30,814
9.068 - 3.501 3,175 15,744
38,898 984 3,501 3175 i_ﬁ.ﬁ

The Company s management and management of jointly-controlled subsidiaries, based
on profit pr‘cucct;ons recognized tax credits on accumulated tax losses (for both
corporate income and social contribution tax purposes). These tax losses do not expire,
but are limited to 30% of yearly taxable income.

|
|
|
|
|
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Suzano Petroquimlca S.A

b)

Based on mentioned estimated projections of the Company’s management and
management of jointly-controlled subsidiaries, the realization of such tax credits is
expected as follows:

1

Year of r;ealization _ Consolidated
2007 | 5,772
2008 ' 12,608
2009 _ 857
2010 | 345
2011 ! ‘ 1,108
As from 2012 68,209
Total : 88,899
Income t:ax expense reconciliation

i 2006 2005

|
Income (lo‘ss) before income taxes (26,280) 9,788
Unrecogmzui tax credits of certain companies - 1.436

(26,280) 11,224

Combmed income and:social contribution tax rate 34% 34%
Credit (eTcpense) of income taxes at the combmed rate 8,936  (3,816)
Exchange rate changes on foreign investments ' - (1,900
ADENE tax incentives 101 7,073
Goodwill amortlzatlon ' - (3,242
Tax credltslon tax losses from prior years - 9,575
Write-off olf tax credit of merged subsidiaries - (4,523)
Tax creditsjon temporary differences from prior years 14,789 2,774
Other pem|1:anent additions _ 3,029 159
Total income tax credlt 26,855 6,100

|
Current income taxes (27,841) (25,754)
Deferred income taxes - 54,696 31,854

| 26855 6,100

The Com'papy has tax incentives up to fiscal year 2013, consisting of a 25% reduction of
corporate, income tax on the portion of operating prof' its earned by the Camagari plant,
which is Iocated in the State of Bahia, a tax-incentive region subject to the jurisdiction of
ADENE (Northeast Region Development Agency).

The _|01ntly-controlled subSIdlary Petroflex has tax incentives up to fiscal year 2008,

cons:stmg 01" income tax exemption on the portion of operating profits earned in the tax-
incentive reglon subJect to ADENE jurisdiction.
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Suzano Petroquimlica SA

|
[1. INVESTMENTS
i

Petroqulmlca Unido S.A. - common stock

Nordeste Qulmlca S.A. - Norquisa

il
Provision fOI’ losses

Other 1

|

33,385
63,427
(30,596)

4,867

71,083

In the consolldated balance sheet as of December 31, 2006, negative goodwill amounting to
R3$16 445,|related to the _|omtly -controlled subsndlary Petroflex, has been reclassified to

deferred i mlcome.

Position anld summary of activity of investments in consolidated subsidiaries:

|

|
|

I
a) Interest in lhe cupllal
asof December 31,
2006 |||
Shares owncd
Quotas i'
Common shares
Preferred 'sh':!j'res
Voting capital
Total capilﬂl

lnfon’nauonr o
subsndlancs as of
December 3112006
Capital
Adjusted ‘
sharcholders’
equity
Adjusted results for
the period
i

b

fo=rl

=3

<) Invcstments!

Balance as of
Deccmbcr3l 2005

Dividends

Capital i increase

Capitai i mcn:ase at
SPQ with other
mveslmcms |

Acqu:smon of|
mmorlty stock

Equity in cammgs
(losses) |

Negative goodl;vi I-
Petroflex (*)!
Balance as of December
31, 2006 |

- SPQ Petroflex Suzanopar
Investimentos e Industriae  Petroquimica Participagdes
Participacdes Ltda. Comércio §.A. Total
196,920,100 - 269,999 -
. 4,759,274 . -
- 2,320,592 - -
100.00% 20.14% 100.00% -
100.00% 20.12% 100.00% -
227,042 161,880 632 -
286,530 405,139 832 -
42,118 22,986 (56} -
167,637 65,656 288 740,154
(5,893) - - (5,893)
- - - 3,088
82,668 (52.545) - '
- - - 1,794
42,118 4482 {56) 23,233
286,530 17,593 832 762,376
- (17.593) - - (17.593)
—280.530 _457.421 —832 144,783

{*} In Dcumber 2006, the Company increased and intcgralized capital at SPQ with its interest in the capital stock of

Petroflex, at the book value deducted of negative goodwill,

20
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Suzano Petroquimica S.A

The position and summary of activity of the investment of SPQ interest in its controlled

subsidiary Pollteno in 2005 was as follows:

i
|
|

a) Interest in the

Politeno
Indistria e
: Comércio S.A.

capital as of December 31, 2005 .
35.00%

“Voting capi‘tzla’l
Total capitél 33.89%
I
b) Shares owned
Common shares 21,847,901,299
Preferred shares class “A” 453,216,540
Preferred shares class “B” 117,770,373
c) lnfonnatioq on subsidiaries as of December 31, 2005
Capital 359,868
Adjusted shareholders’ equity 470,557
Adjusted resdlts for the period 63,241
d) lnw:stment|
Balance as of Deccmber 31, 2004 147,044
Distributed proﬁts ' (16,052)
Equity in earnmgs 29,692
Balance as of| December 31 2005 : 160,684
Last stock price at BOVESPA!:
October 11, 2005 PNA 19.49
December 27 2005 PNB 5.01
|

The balance sheets and statcments of income of the subsidiaries and proportionally

consolidated subs
the u::cmsollc[atlon|

idiaries as of and for the years ended December 31, 2006 and 2005 used in
are presented below (total amounts, without considering the Company’s

proportional lnte{'lest)

l
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Suzano Petroquimic:'a S.A
12. RELATED ‘P{g\RﬂEs

il . . . .
The balances ‘and transactions with related parties are described below.

Consolidated
\ 2006 2005
f Assets  Liabilities Transactions  Assets  Liabilities Transactions
‘ Current Current Revenue Current Current Revenue

| Accounts  Accounts (expensc or Accounts Accounts (expense or
' receivable  payable  purchases) receivable payable  purchases)

Company and Jomlly-conlrolicd
subsidiaries wnh nonconsolidated parties:

Suzano Ho]dmg‘S A. - - - - 282 (3,189)
Clion Indastria € Comércio Ltda. 8,374 - 25,540 11,724 - 31,462
SPP Agaprint Industrla e Comércio
Lida. :| ’ 26571 - 70370 21.598 . 44,965
al 34945 - 23910 93 _28 13,238
Jointly-controlled s“;ubsidiaries with related
parties of other I's,hareholders
Rio Po]lmeros S A 2,826 30,506 13,613 108 - 3,019
Petroflex lnduslrm e Comércio S.A. 73 12,406 (112,460) 70 10,505 (88,732)
H 2901 42912 (98R41) 118 10505 (35713

!
The Jomtly- ontrolled subsidiaries Petroflex and Rio Polimeros had transactions with
related partlels of other shareholders, substantially related to the acquisition of raw materials.

13. PROPERTYI PLANT AND EQUIPMENT

Consolidated

1 | ; Weighted 2006 2005
T yearly average Net Net
l E depreciation book book
| _mte-%_  Cost Depreciation _vale  Cost  Depreciotion _value _
Land l ' - 25,302 - 25,302 22,569 - 22,569
Buildings I3 4 137,852 (3L551) 106,301 95,525 (26,577) 68,948
Buildings O 25 18,141 (2,261} 15,880 14,686 {2,596) 12,090
Buildings I 5 . - - 21809 (1533) 6477
Machinery and eq'ulpmcm 10 618,269 (300,570) 317,699 587,874 (243,240) 344,634
Machinery and equlpmem 33 740,998 (18,506 722,492 66,917 (22,5100 44 407
Machinery and eﬁulpmem 57 75,344 27,115y 48,229 166,060 (133,830) 32230
Furniture, fi xufre 'and
installations ' | 10 74,376 (48,860) 25,516 75911 (46,503) 29,008
Vehicles Il 20 4,598 (2,962) 1,636 4,110 (2,759) 1,351
Leasehold lmpro’\‘rcments 50 327 (265) 62 2,220 (1,125) 1,095
Computer hardware and
other | 20 18,585 (14,793) 3,792 22,160 (16,242) 5918
Other items l 10 44,976 (4,238) 40,738 11,184 (4,658) 6,526
Construction in progress (*) - 49.118 - 49,118 868,242 - 868,242

IJ L807.886  (45L12D 1,356,765 1939.267  (il5772) L443.495

(*) Atthe beginning of the second quarter of 2006, Rio Polimeros started the chemical gas operation in Duque de Caxias,
(1

producing, plolyethylene from the f‘ractxonmg of natural gas. For this reason, a large portion of the investments

previously classified under “Construction in progress™ caption was reclassified to “Machinery and equipment”

caption. | ‘“
i
i
|
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1

Transfer of land use rights

Under the agreement signed with the city authorities of Duque de Caxias, based on the
applicable Iegllslatlon Rio Polimeros S.A. has the right of use of the land where the
petrochemlcal! plant is located for a period of 50 years, renewable for another 50 years. As
per the agreement the city authorities transferred the right of use of 87.49% of the land

- destined to the construction of the plant. The legal process aimed at transferring the right of

use of the remammg portion of the land has been conducted at the 4™ Civil Court of Duque
de Caxias. |

Before the appllcatlon of the equnty method and the consolidation process, the shareholders’
equity of Pe'tr'loflex was adjusted in order to exclude the effects of revaluation of assets
recorded on.the subsidiary’s book in December 2006, which amounted to R$13,420. The
reversal was made to conform the financial position and results of operations of Petroflex to

the accountmg|practlces adopted by the Company.

i
DEFERREQ CHARGES |

i ’ Politeno  Goodwill

i Suzano Rio Indastria e reclassified

l ‘Petroquimica  Polimeros  Comércio from

' S.A. S.A. S.A. investments Total
Technology | 75,750 - - - 75,750
Preoperatlng expenses 35,892 212,286 - - 248,178
Goodwill | 418,404 - - - 418,404
Other | ‘ 52,912 - - - 52912
Amortization . (183.522)  (15.855) - - (199377
Net book value - 2006 399,436 - 196,431 - - 595867
Net book value - 2005 454,983 200210 1,420 4,007 600,620

|
Technolog}:i

l : .
From the total “balance of technology, R$47,869 relates to the acquisition of rights for the
use of the “Spherlpol” technology by means of an-agreement signed in 1998 with Baselltech .
USA Inc., which has been used in the Company’s Maud plant, and has been amortized over
five years,

.
Preoperatmg CXpEnseEs

Suzano Petroquimica S.A.

Assets are relﬁted to the preoperatmg expenses of the merged company Polibrasil, which are
almost fully amortized.
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15.

1

Rio Polimeros

These deferred}charges refer principally to manufacturing costs incurred during the
preoperating phﬂse of the Rio Polimeros plant (R$117,576), construction of a water
transportation system in partnership with Petrobras (R$17,144), and disbursements for
payroll, semces” taxes and other (R$77,566) incurred during the preoperating phase. In

April 2006, R]O Polimeros started its operations.
Goodwill F t'
[

From the total balance of goodwill, R$354,764 (net of amortization of R$63,640) refers to
the acquisition® of Basell Brasil Poliolefinas Ltda. (see Note 2), which was computed based
on the equity of' |PollbraSII as of August 31, 2005 and recorded based on the expectatlon of
future proﬁtablhty, and is being amortized over seven years, the period used in the
projections that I'determmed the business valuation. There has been no specific allocation
from the acqmsmon price to property, plant and equipment since the book value
approximated 1ts fair value as determined by mdependent appraisers on the date of
acquisition, After the merger of the acquired compames on November 30, 2005, the
goodwill balance was transferred to deferred charges in the Company’s balance sheet,

Ti
maintaining the amortization period of seven years.

|
LOANS :I;
! . Yearly
j Index or interest 2006 2005
Company l 1 currency rate - % Current Longterm Current Longterm
I
In tocal currency: | ‘ t
BNDES (National Bd.nk for Economic and TILP TILP + 5 20,794 - 27,195 20,396
Social Development)
Promissory notes CDI CDI + 0.60 - - 377,184 -
Compror 1 CcDt 56.70 of CDI 53,052 - 6,382 -
Export credit note - Banco Itat CDI CDI + 0.462 13,569 75,000 1,738 75,000
Expott credit note - Banco Bradesco CDI 105.50 of CDI1 2,509 96,000 3,945 96,000
Export credit note - Bam.o do Brasil CDI 106 of CDI 5,942 100,000 140 100,000
FINEM (enterprlse fundlng) TILP TILP + 3.02 179 18.214 - -
96436 289214 416,584 291396
In foreign currency:
IFC - Portion A USS Libor +2.75 389 106,900 - -
IFC - Portion B, ‘ USs$ Libor +2.00 979 299,320 - -
IFC - PortionC | USS Libor 52 21,380 - -
‘Advance on cxport contracts ' US$S 5.60 to 6.40 59,460 - - -
Advanced export - Banco ABN Amro USS Libor + 1.60 68 117,550 53 128,739
Real '
Advanced export - Blanco Itan Uss Libor + 1.79 - - 7,501 4,422
Export credit note - Banco Votorantim Uss 7.97 5,065 213,800 5046 234,070
FINIMP (import fundmg) USssS 5.20 - - 57,656 -
Advanced export - Banoo Santander USs Libor + 1.79 958 26,725 861 29,268
FINEM (enterprise fundmg) Uss 2,52 53 1,996

Al 787711 _IL17 396499
' M 1076925 487,701 687,895
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Subsidiaries

Rio Polimeros S.A..:
Local currency:

BNDES - Subcredi
BNDES - Subcredf

B

tA
tB

BNDES - Subcredit C

BNDES - Sub A
BNDES - SubB
FUNDES
Compror
Compror
Compror
Compror

Foreign currency:
U.S. Exim Bank
SACE
Advance on export

contracts

Petroflex [ndistria e Comércio S.A.; |

Local currency:
BNDES (National

Bank for Economic

and Social Devqlo‘ﬁment) '

Resolution No. 2,7
FINEP

Foreign currency: ‘
U.S. Exim Bank
Interest on dlscour

Advanced cxports |

BNDES (Natlonal
and Social Dcvcl

70

t export bills  *
Ba.nk for Economic
opment) [

Advances on cxport exchange contracts
FINIMP (1mporf ﬁmdmg)

t

Politeno Inddstria e Comércio S.A.:

Local currency:
! BNDES (Natmnal

‘Bank for Economic

and Social Develobment)

FINAME
FINEP

Foreign currency:| ;

.

FINIMP (lmport ﬁmding)

Advances on expo

rt exchange contracts

1

SPQ Investimentos e P‘articipaqﬁes Ltda.-
Overdraft bank account -

Consolidated:
Local curtency
Foreign currency

TILP - long-term interest rate

CDI - interbank depos
UMBNDES - monetar

t certificate

y unit of BNDES

Yearly

Index or interest 2006 2005
currency rate - % Current Longterm Current Longterm
TILP TILP +5 13,850 186,935 16,347 161,105
TILP TILP + 5 2,721 36,732 3,204 31,656
Currency  BNDES + 5 3,570 47219 4,651 44,979

basket
TILP TILP + 4.50 475 6,405 638 5471
US$ UMBNDES +3 76 1,039 116 996
- 6.17 148 10,164 - -
CDI 90 of CDI 4,494 - - -
CDI1 50 of CDI 2,560 - - -
CDI 50 of CDI 3,466 - - -
CDI 103 of CDIL 1,595 - - -
: 32,955 288494 24956 244207
Uss 5.51 9,959 147,032 10,102 152,741
US$ 5.51 7,254 109,594 13,746 108,312
Uss 51010543 28,773 - - -
: 45,986 256,626 _23.848 _261.053
18,941 _545,120 _48804 _505,260
TILP/  TILP +3.50 and 1,553 3,480 1,580 4.841
UMBNDES UMBNDES + 5
CDI 105.50 - - 22921 -
TILP TILP + 0.40 627 6.392 739 5.756
2,180 9.872 25240 _ - 10,597
USS Libor + 1.25 303 508 223 418
uUss . 5.26 195 - 160 -
Us3 Libor + 1.66 398 12,044 66 3,768
UMBNDES UMBNDES + 405 971 466 1,535
11.17

USs 5.60 10,304 - 2,451 -
US$ 4.50 - - 2.827 -
11.605 13.523 6,193 5721
13,785 23395 31433 16318
TILP 3.30 - - 654 428
TILP 8.30t09.30 - - 325 212
TILP 2.36 - - 139 -
- - 1.118 640
US$ Libor + 2 . - 15,590 1,148
USs 27510 3.98 - - 6,611 -
- - 22201 1,148
= = 23319 _ 1,788
- . 12 .
131,571 587,580 467,910 546,840
124615 1.057.860 123,359 _664.421
256,186 1645440 391,269 1211261
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{n January 2006 the subsidiary Petroflex issued debentures amounting to R$160,000, with a
total term of ﬁve years (final maturity at December 1, 2010). These debentures bear interest
at 104.50% of the accumulation of daily averages of Dl rates (interbank deposit certificates).

|l

On December| 31, 2006, the proportional amount of the obligation consolidated by the
Company wasiR$33 1, current portion, and R$32,191, noncurrent portion.

l
l
Suzano Petroquimica S.A
l

As of December 31, 2006, tl:1e long-term portion of loans matures as follows:

Jointly-controlled subsidiaries
Petroflex
Rio Industria €

Company Polimeros S.A. Comércio S.A. Consolidated

2008 | 84,353 53,617 5,818 143,788
2009 ' _ 121,852 60,205 6,956 189,013
2010 - 122,862 58,214 6,174 187,250
2011 154,409 58,214 4,446 217,069
2012 hereafter : 593,449 314,871 - 908,320

} 1,076,925 245,121 23,394 1645440

i
Guarantees ofloans
LI
Company l

The loans wnth International Finance Corporation - IFC (world bank group), limited to
US$80,000, are guaranteed by the parent company, Suzano Holding S.A., with a cost of
0.60% per year and are guaranteed by Company’s instailations and machinery and
equipment of' the plants located in Maud, State of Sdo Paulo, and in Camagari, State of
Bahia. . H

The FINEM loan is guaranteed by a junior mortgage of a property of the plant in Duque de

Caixas, State cl)f Rio de Janeiro.
I

Jointlv-controlled subsidiaries
|

e Rio Pollmeros

Cash flowI of future operations, supported by export contracts, capital stock of Rio
Polimeros ' owned by shareholders Suzano Petroquimica S.A., Unipar - Unido de
Inddstrias Petroqulmieas S.A. and Petrobras Quimica S.A. - Petroquisa, and subrogation
of the l1eense of use of land.

Due to the! delay in the construction of the plant and of the beginning of testing phase,
Rio Pollmeros concluded on April 17, 2006 the negotiations with banks to postpone the
interest and prmcnpal due in 2006 to April 2007 and the extension of loan terms by a
year, postp ning last installment to April 2016.
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16.

. Petroﬂex
l

- BNDE;.S - guarantee provided by related companies Braskem S.A., Suzano
Petroqunmlca S.A. and Unipar - Unido de Indistrias Petroquimicas S.A. and mortgage
of property located in Triunfo, State of Rio Grande do Sul.

- FINEFT - first degree mortgage of property located in Duque de Caxias, State of Rio de
Janeiro.

- Debentures indenture requires the achievement of certain financial covenants, which
the sub51d1ary is in compliance with.

Index or ratt; Yearly
' ' ‘ rate - %
Long-term lnterest Rate TILP (b) 6.50
Interbank Depomt Certificate - CDI (b) ) 13.19
MonetaryIUmt of BNDES - UMBNDES (a) (8.50)
TJILP Related Ratio - URTILP (a) 1.79
Reference Rate - TR (a) 2.07
General Malrket Price Index - IGP-M (a) ' 3.83

{
(a) Fluctuatlon in 2006.
(b} As of December 31, 2006.

The Compzlmy is in compllance with all financial covenants relatmg to its loan agreements,
computed' Using financial statements prepared in accordance with generally accepted
accounting prmcrples in Brazil, as required by the agreements with Banco Votorantim and
BNDES. |

Currently, the Company is in compliance with its commitments as agreed in financial
contracts.| The Company’s obligations, measured based on U.5. GAAP financial statements,
required bylthe agreements with ABN Amro Real and IFC, were revoked for the year ended
December !31 2006. The noncompllance with any of the commitments, as well as the

occurrence|of certain' events, would give to the creditors the right to request the

anticipati(f:ion of the payment of the loan balances.
|
PROVISIONS AND COMMITMENTS

The prov1sn|on recorded to recognize probable losses in administrative and judicial disputes
related tojtax, labor and government-mandated pensions is considered sufficient, according
to the assessment of legal counsel and other legal advisors.

29
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Suzano Petroqulmieé’S.A.
The summeir'y| of the activity of the provision for contingencies during 2006 is as follows:
a) Prov1sro:|§
i Reversal
and/or  Interest
2005  Additions payments charges 2006
Labor | 6,072 ] 23) 607 6,656
Tax - 5,123 2 (1,776) 50 3,399
Civil -, 7,202 2,232 (3,444) 94 6,084
Other | ' 1.967 - (1.967) - -
20,364 2,234 (7,210) 751 16,139
Escrow i (4.371) - 500 - (3.80D)
Total 15,993 2234 (6,710 251 12,268

As of Deeember 31, 2006, the Company is involved in other legal dlsputes amounting to
R$37, 000 (R$43,000 - consolidated), and the likelihood of losses is considered possible
(not probable) by outside legal counsel, whlch accordingly, have not been provided for.
This amount does not include the Clause 4™ labor claim (also a possible loss as per the
legal coulnsel 5 opmlon) the exposure amount cannot be determined. The Company’s
management is of the opinion that such other cases do not require a provision for losses.

!
As of December 31, 2006, the Company has contmgent assets, and its outside legal

counsel'i rs 'of the opinion that a favorable outcome is probable, amounting approximately
to R$18, 200 The gain will be recorded only after the subject final court decisions.

Labor lawsuit concerning Clause gt (relating to the former subsidiaries Polibrasil

Resinas and Politeno)

Under the collective negotiation agreement between Polibrasil Resinas (plant located in
Camagari; State of Bahia) and Politeno, among other companies with plants in the
Camaearl petrochemical hub, and the petrochemical workers’ union, salaries and
benefits pald to those workers, in the period from September 1989 to August 1990,
should be!tmonetarlly restated based on the IPC (consumer price index), being prohibited
the subs’tiI tution of the IPC for any other lower index.

In Marchl 1990 the Brazilian government introduced an economic plan known as Collor
Plan, whrch established certain indices for the monetary restatement of the employees’

salaries, however without including the IPC of Apnl 1990. Based on former court
decrsrons‘lthe association of petrochemical companies understood that the Collor Plan
did not determine salary increases based on the IPC, which was contrary to the terms of
the annui"il collective negotlatlon Thus, the employers’ association filed a lawsuit
against the workers’ union claiming a statement that the monetary restatement indices
estabhshed by the Collor Plan prevailed over the conflicting provisions of the collective
agreements The Regional Labor Court decided in favor of the workers’ union, and this
decision was later changed in part due to the appeal filed with the Superior Labor Court.

In l998,hthe companies’ association filed an extraordinary appeal with the Federal
Supreme Court.

i
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|

Initially the| Federal Supreme Court decided favorably to the workers’ union, but
changed its 'decision in December 2002, stating that the collective agreement cannot
prevail over| Federal law, particularly law concerning the public order in Brazil. The
Federal Supteme Court’s decision on this matter is not definitive. The Company’s
management believes that appeals are still possible, and considers it is not possible to
determine the,1 amounts involved in the lawsuit; accordmgly, no change to the accountmg
procedures: adopted until then has been made, i.e., no provision for possible loss arising
from the outcome of the lawsuit has been recorded.

- b) Commitments

g

The production capacity of the Company is 685 thousand tons/year of polypropylene. In
order to atte'nd its production capacity, the Company has assured through long-term
agreements the supplying of raw material of the following suppliers: Braskem S.A.,
Petréleo Braiv,llelro S.A. - Petrobras, Petroquimica Unidio S.A. and Rio Polimeros S.A.

These agreér:nients, besides supplying guarantees, require take or pay obligations.

Rio Polimeros S.A.

.
Under the terms of the raw material supply agreement signed with Petrobras on
December 22 2000, Rio Polimeros has acquired the right to receive raw materials
(ethane and propane) to produce 500,000 tons/year of ethylene. Besides the supply
guarantee, the contract foresees sale and purchase obligations of the subject raw material
(“take or pay]’ and “supply or pay™).

This agreem’nt has a 15-year term, beginning on the first supply of ethane and/or
propane, reahzed after the conclusion of the plant’s performance tests phase, renewable
for successive periods of two years.

Petroflex Indistria e Comércio S.A.

The ~|omtly~<:or1trolled Petroflex has entered into supplying agreements with Braskem
S.A. and Lyondell Chemical Company, ending 2016 and 2007, respectively, to acquire
butadiene anld styrene. Such agreements establish a minimum acquisition volume. In
2006, Petroﬂex is in compliance with such clauses. In case of default, the penalties are
the followmg

. Braskem payment of the amount correspondent to the quantity of products not
purchased by Petroflex, considering 50% of the average sales price in the quarter
that the' default event occurred.

* Lyondell- reduction in quantity to be supplied during the year in the proportion of
the quaﬁtify not acquired.

'
i .

'
)

|
17. CAPITAL STo'oiK AND DIVIDENDS

Capital stock subscrlbed and paid-in is represented by 226,695,380 nominative shares
without par value being 97,375,446 common shares and 129,319,934 preferred shares.
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l
|
. NET SALES AND COST OF SALES
| .
|
!

The bylaws establlsh a minimum dividend of 30%, computed on adjusted income. Preferred
shares have no votmg rights, except for some instances related to the requirements to join
the Level 2 of Corporatlve Governance of BOVESPA, and are entitled to the same dividend
as common shares. The bylaws provide for the recogmt:on of a special reserve for future
capital increase |‘m the amount of 90% of the profits remaining after appropriation of the

legal reserve and1d1v1dend distribution, aiming to assure adequate operating conditions. The

balance of thls specml reserve cannot surpass 80% of the amount of capital. The amount
remaining after tlhe constitution of this special reserve for future capital increase might be
destined to the 'statutory reserve till this reserve reaches 20% of capital.

Dividends

The ccomputatlol?I of dividends proposed by management, according to the Company’s
bylaws, is as follows:

2006 2005

b

1
Net income i 16 15,244
Legal reserve (5%) ) 762)

; 15 14,482
Minimum statutory dividends - 30% 5 _4345
Proposed dividelrllds - 4352

The m1nlmum[ compulsory .dividends computed for the year ended December 31, 2006
correspond to |R$5 Consndermg the quantity of stock representing the capital stock, the
distribution of dlwdends in this reduced amount is not feasible. Consequently, the
Company’s management applied this amount to postponed dividends reserve. The amount
will be mcluded1 in the dividends to be distributed in subsequent periods. The proposal
above will be| Submitted to the approval of shareholders on the Shareholders’ General
Meeting.

2006 2005
Net Gross Net Gross
sales Cost profit sales Cost profit

Domestic market 1,966,682 (1,640,042) 326,640 1,553,625 (1,284,952) 268,673

Foreignmarkelts: 515800 (510.262) 5538 363,044 (334.346) 28.698

1 2,482,482 (2,150,304) 332,178 1.916,660 (1,619.298) 297371

[
|

|
COMPENSAT{ION OF DIRECTORS AND SENIOR OFFICERS

2006 005

|

Compensation% 10,441 8919
|
|
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20.

21.

! :
The compensat‘i(t)ln of directors and senior management officers is classified under “General
and administrative expenses” account.

b
|

FWANGALﬁWOME@XHN&%)

| 2006 2005
| : '
Financial expenses

Interest (mamly fi inancing and debentures) (197,531) (63,634)
Monetary varlatlym on financing (3,409) -
Exchange rate VZIllf'latlon on financing 23,614 26,419
Exchange rate variation on suppliers balance 6,854 -
Exchange rate va”rlatlon on advanced export contracts (3,260) -
Bank expenses l (22,493)  (7,024)
Losses on hedge ‘ (2,412) -
Other expenses (14,016) (42,512)

(212,653) (86.751)

i
Financial i 1ncome

Interest on receivables 3,191 -
Monetary vanatu‘:m 38 3,793
Exchange rate varlatlon _ 78,729 (8,812)
Gain on hedge/swap 12,091 -
Other financial i income 26,499 23.664

l 120,548 18.645

Financial expens:;e, net 92,105y (68.106)
Financial expens’e‘ s net (194,768) (94,525)
Exchange rate vanatlon net : 102,663 - 26419

Financial resu!t’ : ; (92,105) (68,106)

FINANCIAL lN STRUMENTS

The Company and the jointly-controlled subsidiaries participate in operations involving the
usual financial’ mstruments described below.

The fair marke. values estlmated for the assets, liabilities and financial instruments
recognized in ‘th”e Company’s financial statements as of December 31, 2006 which are
different from the correspondmg book values can be summarized as follows

Book Fair

1 value  value

!
Marketable sec%uigities (stocks for sale) 34,727 40,343
Investments carried at cost-

. Petroquimica'lﬂniﬁo S.A. 33,385 42,271

I
The JOlntly-contll'olled sub51d|arles disclosed in their financial statements that there are no
relevant dlfferences between the fair market values and book values of assets, liabilities and
financial mstruments recorded in the consolidated financial statements.

33
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22.

a) The critlcE:rion for determination of fair market values stated above is as follows:

i "
* Marketable securities

The lecconomu: value of preferred shares from Petroquimica Unido S.A. (“PQU”) was
estm‘ ated based on technical analysis of discounted cash flows developed by third
partles [n addition to these shares, the Company owns other shares which are
avalllable for sale, amounting to R$1,342, reflecting market value in light of the fact

that thls is lower than book value.

| . . .
) lnveftments carried at cost - Petroquimica Unidio S.A. (common stocks)

As mentioned, the falr value was estimated based on the actual price of the stock.
Howlever it should be considered that there is a low volume of negotiation of such
shares at stock exchange and the current price could not necessarily represent the
market value.

|

The Cﬂ)mpany and the jointly-controlled subsidiaries had no off-book financial
mstruments as of December 31, 2006.

The Cqmpany, through SPQ, has 2,129,324 preferred shares class “A” from Braskem
S.A., whlch represents 0.60% of the total equity. The book value of such shares as of
December 31, 2006 was R$33.5 million. The Company, based on studies from market
analystsI concluded the book value is not higher than the fair value estimated for
December 2006.

b) Credlt rliSk

The f'manelal instruments that potentially expose the Company to credit risk
concentration are consisted mainly of banking balances, short-term investments and
trade aclzcounts receivable. The trade accounts receivable balance is spread out in
several |dlﬂ“"erent customers; there is no customer that represents a concentration of 10%
or more of the total net sales. To reduce such risk, the Company has individually
evaluated the credit limits to be granted, but, as a market trend, no advances from
customers are required, or guarantees, except for exports, which require letters of
credit. |The Company’s management addresses the credit risk on accounts receivable

evaluatmg the need of recording an allowance for doubtful accounts.
c) Excharllge rate variation risk

The C'ompany is susceptible to the effects of the volatility of exchange rate variation
over assets and liabilities denominated in foreign currencies, mainly the U.S. dollar.

I
i

!

INSURANCE COVERAGE (UNAUDITED)

The Compamy and the jointly-controlled subsidiaries adopt a policy of maintaining adequate
insurance coverage for property, plant and equipment items and inventories subject to risk,
based on the orientation of insurance consultants. The coverage of principal insurance
policies i is, as follows:

i

]
'
i
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24,

]

Entity and tvn'e

Suzano Petroqunmlca S.A.
Fire and unreallzed profits
Civil respon51b|l|ty

Civil respon51ll‘:1|l|ty

N
Petroflex lndus{rla e Comércio S.A.
Fire and unreallzed profits
Civil responSIblllty
Civil respon51bll|ty

Rio Pohm&:rosISI AL
Acts of terrorlsm
Fire and unrea lzed profits
Civil responsﬂ_: Illlty
Civil responsibility

I

3
GUARANTEES

Plants

Directors and management officers

Overseas inventories, operations and
other

Plants

Directors and management officers

Overseas inventories, operations and
other

Business interruption

Plants

Directors and management officers

Overseas inventories, operations and
other

GRANTED TO OTHERS

Coverage
amount

876,986
42,760
42,760
69,612

4,301
2,012
226,953
4,705,862
48,265

241,327

Guarantees assumed by the Company in connection with the obligations of subsidiaries and
jointly- controlled subsidiaries are as follows:

|

Petroflex Indistria e Comércio S.A.-
BNDES | ||

Rio Polimeros; SI.A :
Credit letter - Umbanco
Credit letter - Banco Safra
Credit tetter - Banco do Brasil

PENSION PLAT\{S

12,742 16.746

19,643
12,828

9,127
41,598

49,085

9.027
58.112

In January 2005, the Company created a private defined-contribution supplementary

pension plan for)

its employees. This plan, named Suzano Prev, is sponsored also by other

Companies of . Sluzano Group. In the terms of the pension plan bylaws, the contributions
made by the Company for the year ended December 31, 2006 amounted to R$109 (R$97 in

2005).
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Previnor - Assocnacao de Previdéncia Privada
l

As a result of thelmerger of Polibrasil Participagbes and subsidiaries, the Company assumed
the respon51b|l|ty for the pension plan relating to the employees of these compames which
is managed by’ Prevmor - Associagfio de Previdéncia Privada (private pension association
plan), a private ﬁension entity. The main objective of Previnor is to supplement pension
benefits prowdedlby the Federal social security system to the emplovees of Previnor and its
sponsors and thelr relatives. Previnor collects monthly contributions from the sponsors,
computed on thet II'Jas1s of the monthly compensation of employees, and maintains a defined
contribution planlfor scheduled benefits and defined-benefit plan for risk and proportional
benefits. Contrlbutlons for 2006 amounted to R$3,082 (R$2,018 in 2005). The Company
has responsnblllty| to pay for plan deficits in relation to the plan obligations determined by
actuarial calculatlons As of November 30, 2006, an actuarial report prepared by
independent actuarles resulted in a plan surplus for Previnor of R$5,677 (R$4,253 as of
November 30, 2005) This surplus, which has not been recognized in the Company’s

financial statemelrllts is represented by the following:

11/30/06 11/30/05

Rl
.l
Present value 0f|p:lan obligations (37,212) (41,071)

Fair value of plar'l-’s assets 44969 47,130
Netresult | | 7757 6,059
Portion attributable to sponsor {2,080) (1,806)
Net surplus | l _S5677 _4,253

l
The main actuarlal assumptions used for the computations above (expressed in weighted
averages) are as Tollows

' | 11/30/06 11/30/05
¥ % %

Discount rate of t|he actuarial obligation 10.25 11.30
Expected earnmgs on the plan’s assets 12.00 11.30
Expectation of mﬂatlon 4.50 5.00
Estimated future salary raises 6.05 6.05
Turnover of employees 0.50 0.50
Future increase of benefits 5.00 5.00
Proportion of employees opting for early retirerent 100.00 100.00

The pension plen! of Politeno and a portion of the plan of Petroflex are also managed by
Previnor. 1

b

Petroflex, besndes being sponsor of the plan managed by Previnor, for a portion of its
employees is co- sponsor of Fundagfio Petrobras de Seguridade Social - Petros (Petrobras
sponsors 90% onf the plan) which is a defined-benefit plan. The estimated actuarial
obligation of Petroﬂex is recognized and the Company’s participation on this liability
amounts to R$3, 044 as of December 31, 2006 (R$4,476 in 2005).

In 2006 and 2005 the percentage over the contribution salary was 12.93% to Petros and 8%
“to Previnor. The contribution made by Petroflex in 2006 amounted to R$432 (R$450 in
2005) - Petros e R$3l7 (R$298 in 2005) - Previnor.
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25.

26.

The Jomtly-controlled subsidiaries Petroflex disclose in their financial statements the
information req}nred by CVM Instruction No. 371/00, and there is no additional deficit
arising from pension plans attributable to these companies to be recorded.

In 2004, Rio Pohmeros joined Previnor, having as main objective providing supplemental
benefits regularly provided by the Government pension plan to employees. The monthly
contributions are based on the employees’ salaries. During 2006, the total contribution made
by the Jomtly-controlled subsidiary was R$535 (R$744 in 2005).

|
CONTRACTUAL RIGHTS

According to constructmn contract of Rio Polimeros plant facilities (“EPC Contract”), the
Consortium of Bu1ld1ng Contractors is obliged to indemnify the jointly-controlled subsmllary
by US$200 thousand (US$67 thousand proportional amount) per day of delay in the
conclusion of the construction of the facilities. The indemnification period is from April
2005 until the date of the operational acceptance on March 31, 2006.

The agreement establlshed that in the calculation of the number of days that conclusion was
delayed, Rio Polhmeros must deduct the days affected by events nonattributable to the
consortium. Both parties are under negotiation to define the responsibilities for the events
that caused the delay On December 31, 2006, the Company did not record any asset arising
from these negotlatlons

|

i
“PRO FORMA} FINANCIAL INFORMATION

As a result of the sale of Politeno, the consolidated statement of income for the period ended
September 30, 2H()06 is not comparable with the consolidated statement of income for the
period ended September 30,2005 due to the proportional consolidation of Politeno.

The original statements of income included 33.89% of Politeno’s operations from January to
December 2005I and from January to March 2006 and 50% of Polibrasil’s operations from
January to August 2005 and 100% from September 2005.

In order to prowde appropriate comparison of the financial information, the Company
decided to disclose the consolidated “pro forma” financial statements, which presents the
Company s results of operations and balance sheet as if Polibrasil had been acquired and
merged since Jal:nuary 1, 2005, being the 50% participation of Basell in Polibrasil recorded
as minority interest, and Politeno treated as nonconsolidated subsidiary since January 1,
2005. !

The * pro forma information is presented only to permit additional analysis from the
comparison of balances and transactions, and does not purport to be indicative of what
would have occtn‘red if the partlclpatlon at Politeno had actually been sold as of January 1,
2005 and if thle Polibrasil companies had actually been merged since January 1, 2005, are
not aimed at representing the isolate statements of a legal identity nor are necessarily
indicative of the trend of future operating results.
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The follow1 ng criteria and assumptlons were used in the preparation of the “pro forma”
financial mf:)rmatlon

.a)

b)

g)

The pqr'tlicipation acquired from Basell on September 1, 2005 (50%) was classified as
minority interest for.periods prior to the acquisition date.

!
The p%nl'lt‘icipation in results of operations for the year ended December 31, 2005,
equivalent to the shares acquired from Basell on September 1, 2005, was treated as

minority interest.

L

The * pruo forma” financial information does not include “pro forma” adjustments
relating to the amortization of goodwill resulting from the acqmsmon

The “pro forma” financial information does not include “pro forma” adjustments
reIatmgI}o the addltlonal interest cost that would have been incurred to fund the

acqu151t|mm
l

Except for the impacts discussed in item a) and b) above, the statements of income of
Pollbrasﬂ and its subsidiaries for the period ended August 31, 2005 were integrally
consolldated to the'statements of income of the Company and other controlled and
jointly: Lcbntrolled SubSldial‘leS

The proportional consolidation of statement of income elements of Politeno in the
consolldated statement of income, for the quarter ended March 31, 2006 and for the year
ended December 31, 2005, has been reversed with the ellmmatlon of its effects from
1nd1v1dual and consolidated results of operations. Additionally, it must be observed that
the statements of income for the years ended December 31, 2006 and 2005 are not
comparable as Rio Polimeros started its normal operations in 2006.

The assumptions related to the acquisition of Polibrasil do not consider the whole
mterest in the profit, the financial costs that would be incurred and the goodwill
amortization retroactive to January 1, 2005.

|
.‘
|
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- ASSETS

1y

27. CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 2006 AND

“PRO FORMA”CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 2005

CURRENT |

Cash and cash equlvalcnts l
Marketable securitles

1l
Trade accounts re
Inventories

Recoverable taxes

ceivable

. 1
Deferred incomejtaxes

Other credits

. 1
Prepaid expenses
Total current asLse

1S

NONCURRENT|ASSETS

Long-term assets

Il
Deferred i mcome taxes

(i
Recoverable t‘axes

Escrow

Trade accounts{receivable

Other credits |
Investments
Property, plant an
Deferred charges

d equipment

Total noncurrent assets

:

TOTAL ASSET!|
|
\

006 2005
“Pro forma”

304,031 211,062

89,304 34,779
310,245 153,430
256,197 266,835

38,207 66,848

5,772 17,241

79,511 29,743 .

7,171 5,132

1.090.438 785.070

83,127 43,383
178,099 93,831
889 1,367
8,335 11,406
26,120 25,831
35,811 221,188

1,356,765 1,396,690
595,867 659,200
2,285,013 2,452,896

3375451  3.237.966
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LIABILITIES AND SHAREHOLDERS’ EQUITY
% .
CURRENT LIABILITIES
Payables to suppliers
Loans '
Debentures
Securltlzatlon fund liabilities
Taxes other ‘than income tax
Salaries and ‘payroll charges
Customer advances
Related partles
Dividends payable
Other accolulnts payable
Total curreint liabilities -

NONCURRENT LIABILITIES
Long- term llabllltles
Payables'to suppliers ‘
Loans ! ‘
Debentmles
Deferred income taxes
Taxes othtl:l} than income taxes
Prowsnon for contingencies
Swap contracts
Other accolunts payable
Provision for pension plans
Total noncdli'rent liabilities

DEFERRED INCOME:

|
M[NORIT\J" INTEREST

!
SHAREHOLDERS’ EQUITY
Capital stock
Income reserves
Total shareholders equity

TOTAL L!IAB[LIT[ES AND SHAREHOLDERS’ EQUITY
I

s

2006 2005
“Pro forma”

197620 193,958
256,186  567.949°

331 -

- 23,747
23,931 11,121
13,830 21,785
5,543 31,743
- 282

213 4,386

51.319 44,676
548.973 899.647

40,931 14,044

1,645,440 1,209,473
32,191

1,413 1 412

73,655 55,871

12,268 14,026

- 3,946

12,102 21,727

3.044 4.476

1.821.044 1,324,975

38,864 45,318

- 1,472

826,283 826,283
140,287 140,271
966,570 966,554

3,375,451 237,966
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“PRO FORMA” CONSOLIDATED STATEMENTS OF INCOME

FOR THE YEAR[S ENDED DECEMBER 31,2006 AND 2005

!

GROSS OPERA*"TING REVENUES
Taxes on sales and other sales deductions

NET SALES |
Cost of sales I

|
GROSS PROFIT

OPERATING (E!XPENSES) REVENUES
Selling expenses
General and administrative expenses
Financial exp&':ns'eH net
Exchange vanatlmn
Goodwill amomzatlon
Other operatlng r]ﬁvenues

|
OPERATING lNC()ME (LOSS)

it
Nonoperating revenues (expenses)

INCOME (LOSSL)‘ BEFORE INCOME TAXES AND
MINORITY INTEREST
Current mcome::and social contribution taxes
Deferred incoime and social -contribution taxes

INCOME (LOSS) BEFORE MINORITY INTEREST
Minority mterest
|

NET INCOME/

|
|
1

2006 2005
“Pro forma” “Pro forma”
3,064,281 2,741,155
(678,621) (629,882)
2,385,660 2,111,273
(2,067,791)  (1,812,123)
317,869 299,150
(166,378) (148,133) .
(83,282) (66,103)
(212,880) (85,262)
120,580 19,506
(57,321)  (20,692)
14,039 29,632
(67,373) 28,098
36,962 (26,272)
(30,411) 1,826
(25.964)  (25,613)
54,264 26,347
(2,111) 2,560
2,127 12,684
16 15,244
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28. SUMMAR;Yi AND RECONCILIATION OF THE DIFFERENCES BETWEEN
ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN BRAZIL (BRAZILIAN
GAAP) AND ACCOUNTING PRINCIPLES GENERALLY ACCEPTED IN THE
UNITED S'II“ATES OF AMERICA (U.S. GAAP)

[
l- Description of GAAP differences

l

The consolldated financial statements of the Company are prepared in accordance with BR
GAAP, whlch comply with those prescribed by Brazilian corporate law and specific.
standards le' stablished by the CVM. Note 3 to the consolidated financial statements
summarizes the accounting policies adopted by the Company. Accounting policies, which
differ sigmﬁcantly from U.S. GAAP, are summarized below:

a)l

b)

| .
Inﬂatldn accounting

Under B 2 GAAP, the Company discontinued accounting for the effects of inflation as of
December 31, 1995. As of January 1, 1996, the carrying value of all nonmonetary assets
and Ilabllltles became their historical basis. Under U.S. GAAP, Brazil was considered to
be a hlghlv inflationary economy until July 1, 1997, and the effect of inflation .was
recogmzed until December 31, 1997.

In detemnnmg amounts under U.S. GAAP, the effects of inflation for the years ended
Decembler 31, 1996 and 1997 were determined using the “indice Geral de Pregos -
Mercado|- IGP-M” index, which is a widely-accepted and respected index published
monthly by the Fundagdo Getulio Vargas.

Through December 31, 1995, the Company used indexes established by the government
to restafte balances and transactions for purposes of its corporate law financial
statemerjl‘t‘;

Reversal|of fixed asset revaluations and related deferred tax liabilities
l .

For U. S GAAP reconciliation purposes, the revaluation of fixed assets and the related
deferred income tax effects recorded in the financial statements prepared in accordance
with BR GAAP have been eliminated in order to present fixed assets at historical cost
less accumulated depreciation. Accordingly, the depreciation on such revaluation
charged to income has also been eliminated for U.S. GAAP reconciliation purposes.

Capitalization of interest in relation to construction in progress

Under BR GAAP, prior to January 1, 1996 the Company was not required to capitalize
the mterest cost of borrowed funds as part of the cost of the related asset. Under U.S.
GAAP, |cr:lpltahzatlon of borrowed funds during construction of major facilities is
recogﬁi‘z ‘ed as part of the cost of the related assets.

f
Under U S. GAAP, interest on construction-period financing denominated in foreign
currenlcllles is capitalized usmg contractual interest rates, exclusive of foreign exchange or
monetary correction gains or losses. Interest on construction-period financing
denom1'nated in Brazilian reais is capitalized.

f
|
I
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d)

g

l t
Deferred chlarlges

BR GAAP! p'ﬁrmlts the deferral of research and development costs and of preoperating
expenses mcurred in the construction or expansion of a new facility until the facility

_begins commerc1al operations. Deferred charges are amortized over a period of five to

ten years. |
|

For U.S. GAAP reconciliation purposes, such amounts do not meet the conditions
established; for deferral and, accordingly, have been charged to income, and the related
amortlzatlon|under Brazilian GAAP has been reversed.

A

Different crlterla for amortization of technology

l

Under BR| GAAP, the amount of R$47,869 of legal rights to use the technology
Polibrasil acqmred from Basell is being amortized by the straight-line method over five'
years, whichlis a period allowed by Brazilian corporate law.

Under U.S. GAAP the technology right is being amortized by the period of the contract
which allows Polibrasil to use this technology, which is twenty years. The difference
presented mllthe shareholders’ equity reconciliation relates to the timing effects of these
two different amortization penods used.

1l

Accounting lfl?r direct financing lease

!
BR GAAP does not reqmre specific accounting for different classifications of lease
arrangementlsII by the lessor. Consequently, virtually all lease contracts are considered
operating Ieases, with receipt of payments and depreciation of the fixed asset being
recorded i m the statement of operations throughout the period of the lease arrangement.

U.Ss. GAAP requires the lessor to determine if the lease arrangement is a sales-type
lease, dlreth finance lease or operating lease as defi ned under SFAS No. 13, “Accounting
for Leases™. "] he Company entered into a lease with Petrobras as a lessor on September
30, 2003, \?’lJlHlCh under U.S. GAAP is considered a direct financing lease.

The reconphlmg adjustments include the reversal of the depreciation of the leased
equlpment'and related rental revenue recorded under BR GAAP and the recognition of
the earned lhcome under U.S. GAAP. Also in 2005, the reconciliation includes the
reversal of the loss recorded on the sale of the leased asset under Brazilian GAAP and
the loss recorded under U.S. GAAP.

On December 29, 2005 Petrobras, the lessee, exercised a purchase option included in
the lease agreement and pa1d a total amount of R$65,748. Under U.S. GAAP, the
Company recorded a loss in the amount of R$24,723 upon exercise of the purchase

option. |

!
Pension plan

In determining the pension benefit obligations for BR GAAP, Brazilian Accounting

Standard NP|C No. 26 is effective for financial statements beginning with the year ended

December 3I 2001. As'permitted by NPC No. 26, the transitional obligation at adoption

date, whlch is the difference between the plan’s net assets and the projected benefit
bllgatlon{at that date, was fully recognized directly to retained earnings.

\
?
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h)

For the purpose of U.S. GAAP, the Company recognizes these effects according to
SFAS No| 87, “Employer’s Accounting for Pensions”. An initial transition obligation
determined based on an actuarial valuation is recognized and actuarial gains and losses,
as well as| unexpected variations in plan assets and the projected benefit obligation and
the effects of amendments, settlements and other events, are recorded in accordance with
these standards and therefore result in deferral differences. Under SFAS No. 87, the
Company 'defers actuarial gains and losses.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans”, which amends SFAS No. 87,
“Employers Accounting for Pensions”, SFAS No. 88, “Employers’ Accounting for
Settlements and Curtailments of Defined Benefit Pension Plans and for Termination
Benefitsl SFAS No. 106, “Employers’ Accounting for Posiretirement Benefits Other
than Pensions”, and SFAS No. 132R, “Employers’ Disclosures about Pensions and
Other Po‘stretlrement Benefits (revised 2003)”. This Statement requires companies to

recogmzeI an asset or liability for the overfunded or underfunded status of their benefit

‘plans in therr financial statements. SFAS No. 158 also requ1r(.s the measurement date for

plan assets and liabilities to coincide with the sponsor’s yearend. The Standard provides
two transrtlon alternatives related to the change in measurement date provisions.

Acquisitions

I
Under Brazilian accounting practlces assets and liabilities of acquired entities are
reflected]jat book values. Goodwill is represented by the excess of purchase price paid
over thel book value of net assets and is amortized on a straight-line basis over the
periods estlmated to be benefited.

Under U S GAAP, business combinations are accounted for by the purchase method
utllnzlng fair values. Goodwill is not amortized and is tested annually for impairment or
more frelquently if events or changes in circumstances indicate that the goodwill is
lmpalred”' Such impairment test is performed utilizing a two-step method. The first step
compares the fair value of a reporting unit with its carrying amount, including goodw1ll
If the carrymg amount of a reporting unit exceeds its fair value, the second step is
performfl:d to measure the amount of impairment loss, if any, by comparing the implied
fair valur’e of reporting unit goodwill with the carrying amount of that goodwill. If the
implied fair value of reporting unit goodwill is lower than the carrying amount of such

goodwnllL an impairment loss is recognized.

i

Polibrasﬂ| acquisition

As mentloned in Note 2, on September 1, 2005, the Company acquired from Basell
International Holdings BV 100% of the outstandmg shares of Basell Brasil Poliolefinas
Ltda., a‘l holding company which owned 50% of Polibrasil Pamcnpaeoes S.A.
(“Pohbrasnl”) With this acquisition, the Company increased its economic and voting
interest to 100% in Polibrasil, which owns 98.1% of Polipropileno S.A! and in turn its
wholly subSIdlary, Polibrasil Resinas S.A., the operating entity. Simultancously, the
Company sold its 50% interest in Norcom to Basell. The results of Polibrasil’s
operatlons have been included in the consolidated financial statements as from
September 1, 2005. Polibrastl is a manufacturer of polypropylene used for production of
auto par}’rs household appliances, containers, packaging, carpet, furniture and other. As a
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i

result |olt|“ this acquisition, the Company becomes the Latin American leader in the
productlon of polypropylene and the second largest Brazilian producer of thermoplastic
resins. |

Addmonally, on November 29, 2005, in a Public Offering of Purchase of Shares
(“OPA”) the Company acquired 1.89% of the mmorlty interest of Polipropileno S.A. for
R$17, 927 Under U.S. GAAP, the cost of acquisition is comprised as follows:

Amount 'paid for 50% of Basell Brasil Poliolefinas Ltda., plus acquisition

cost of R$8,465 , 668,493
Amount recelved for 50% interest in Norcom (54,862)
Fair value of 50% of Norcom 27,345
Cash pa]d for acquisition of additional minority interest in Polipropileno 17.927
Purchas€|pr1ce - - 658,903

l

The Company has recorded such acquisition based on the fair value of the assets
aequlredI and liabilities assumed and determined goodwill in accordance with the
purchalse method of accounting prescribed by SFAS No. 141, “Business Combinations™.

The followmg table summarizes the estimated fair values of the assets acquired and
llabllitlestassumed at the date of acquisition:

Fair valule of Polibrasil’s net assets: -
Current assets 400,115

lnvento!ll'les 212,926
Property plant and equipment 618,026
Other, assets : 202,431
Currenti;liabilities 162,754
Other:liabilities 69.598
Debt | || 526.288
Supply |agreement intangible asset 18.606
Deferred tax liabilities 97.690
Net ass!ets 558,562
lnterest' acquired (50%) 279,281 |
Fair value of Basell Brasil Poliolefinas Litda.’s other assets and liabilities:

Current assets 647
Property, plant and equipment 42
Total Il'abllltles ‘ | (84)
Fair vaI'ue of total net assets acquired 279,886 .
Purchas'ie price 658,903
Goodwill recorded under U.S. GAAP 379,017

|
Tax deductlble goodwill recorded under BR GAAP 428.780
-leference between BR GAAP and U.S. GAAP 49,763
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i),

k)

D

v
'
} |

Impairmen E test
i

SFAS No. l42 “Goodwill and Other Intangible Assets”, addresses financial accounting
and reportmg for acquired goodwill and other intangible assets. SFAS No. 142 addresses
how mtanglble assets that are acquired individually or with a group of other assets (but
not those, a’cqmred in a business combination) should be accounted for in financial
statements upon their acquisition. This Statement also addresses how goodwill and other
intangible a‘ssets should be accounted for after they have been initially recognized in the
financial stzlatements Under SFAS No. 142, goodwill is no longer subject to amortization
over its estimated useful life, but rather it will be subject to at least an annual assessment
for 1mpa|m|1c,nt by applying a fair-value-based test. Additicnally, negative goodwill is
recogmzed'las an extraordinary gain at the time of the business combination.

The Compa‘ny performed impairment tests for all of its goodwill recorded under U.S.
GAAP as of December 31, 2006 and 2005 and, as a result, no impairment charge was
recogmzed durmg 2006 and 2005.

[mpamnenti of long-lived assets

Under BR|IGAAP the carrying value of fixed assets is written down to realizable values
when it is estimated that such assets will not be realized when compared to the results of
future dlscounted cash flow projection. Under U.S. GAAP, SFAS No. 144, “Accounting
for the Impalrment of Long-lived Assets and Long-lived Assets to Be Disposed of”,
addresscs accountmg for the impairment of long-lived assets. Under SFAS No. 144, a
provision [for impalrment is recorded against long-lived assets when there is an
indication,!|based on a review of undiscounted future cash flows, that the carrymg value
of an asset-ior a group of assets may not be recoverable. No impairment provision was
required under U.S. GAAP nor BR GAAP for all periods presented.

Earnin gs:p ér share

Under BR GAAP, net income per share is calculated on the number of shares
outstandmg at the balance sheet date; no information is disclosed on diluted earnings per
share. Infonnatlon is disclosed per lot of one thousand shares, because generally this is
the mmlmum number of shares that can be traded on the Brazilian stock exchanges.
Subsequcnt changes in the Company’s share capltal are not retroactively reflected in the
dlsclosurewof number of shares outstanding and in the calculation of earnings per share
under BR GAAP.

I
Under U. SJ GAAP, since the preferred and common shareholders have different votmg
and llquldatlon rights, basic and diluted earnings per share have been calculated using
the “two- ﬁ:lass” method, pursuant to SFAS No. 128, “Earnings per Share”, which
provides computation, presentatlon and disclosure requirements for earnings per share.
The “two'class” method is an earnings allocation formula that determines earnings per
share for ;I)referred and common stock according to the dividends to be paid as required
by the Company s bylaws and participation rights in undistributed earnings. Basic
earnings Rer common share are computed by dividing net income by the weighted-
average .number of common and preferred shares outstanding during the period. In
accordancie with Emerging Issues Task Force - EITF No. 03-6, “Participating Securities
i 1
.
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}

and the “Two class” Method under FASB Statement No. 128", since preferred
sharchoidcrs 'have a liquidation preference over common shareholders, net losses are not
allocated to, p’referred shareholders.

|
The compu?ation of basic earnings per share is as follows:
|
i 2006 20035

I Common Preferred Total Common Preferred Total

l

Basic and d1|utcd
Net (loss) i mcomc available undcr U.S.

GAAP 43.8 58.1 101.9 (73.9) . (73.9)
Weighted average shares outstanding 97,375 129,320 226,695 97,375 129,320 226,695
(Loss} carmngs ‘per share under U.S.

GAAP (in Brizilian reais - R$) 0.45 0.45 - (0.76) - -

m) lnvestments in affiliated companies

As dlscussed in Note 5, under BR GAAP, the Company consolidates jointly-controlled

su'osldlarlesi hsmg proportlonal consolidation. The Company’s principal investments

accounted for using proportional consolidation are Polibrasil (up to August 2005),
Petroflex, R10 Polimeros and Politeno (2005 and up to March 2006). Under U.S. GAAP,
proportlonal consolldatlon is not applied. This is a presentational difference only and
does not affect the net income nor sharcholders’ equity as determined under U.S. GAAP.
Refer to 1tc|1n1 ‘0) below.

1
For U.S. GAAP reconciliation purposes, less than 20% owned affiliated companies have

been accounted for at cost, and investments with voting participation of more than 20%
and less than 50% have been accounted for on the equity method for all years presented.

Reversal of’ ‘proposed dividends

Under BR GAAP at each yearend management is requlred to propose an annual
dividend dlst‘rlbutlon from earnings and to accrue for this in the financial statements,
suchct to natllilcatlon by the shareholders’ meeting. However, Brazilian corporate law
reqmres that a certain amount of dividends be.distributed to shareholders, defined as
minimum compulsory dividends, not subject this determination to the controlling
shareholders 0 For this portion, as determined by Brazilian corporate law, the Company is
liable to pay minimum compulsory dividends at the balance sheet date. The Brazilian
statutory Iawl gave to the Company s bylaws the power to define the dividends
calculation ,baSIS as long as it is clearly defined and does not subject the dividends
calculation to llhe judgment of the management or to the judgment of the majority of the
shareholders. Suzano s bylaws define the minimum compulsory dividend to be 30% of
adjusted net mcome (as defined in the Brazilian corporate law). The dividends should be

equally pald t both common and preferred shares.

Under U.S. | I(I"}AAP since proposed dividends in excess of the minimum compulsory
dividend may be ratified or modified at the annual shareholders’ meeting, such
dividends would not be considered declared at the balance sheet date and would
therefore not|be accrued.

|
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0)

p)

q)

|
|5 o
Transatlstlons between entities under common control

Under :UFHS GAAP, accounting for a transfer of assets or exchange of shares between

entltles under common control, the entlty that receives the net assets or the equity’

mterest shall initially recognize the assets and liabilities transferred at their carrying

amounts in the accounts of the transferring entity at the date of transfer.
E

Under BIR GAAP, some transactions between entities under common control could be
recogmzcid based on values other than transferred carrying amounts.

!
The adJu?stment presented under this caption represents the above-mentioned difference
relating to transference of shares of the subsidiaries Petroflex and SPQ Investimentos e

Partlcrpacoes occurred among entities under common control of the Company.
I

Minority interest

Mmorlty interest corresponds to the respective participations of minority shareholders in
all adjustments from subsidiaries in these financial statements.

]

As detalled in Note 11, not all subsidiaries are wholly owned by the Company and
therefore the U.S. GAAP adjustments identified for each of such subsidiaries are
allocated to their respectlve minority shareholders based on their participation.

Accountlng for derivative financial instruments

Under !BR GAAP, derivative financial instruments are recorded at liquidation values as
determmed on each balance sheet date. Under U.S. GAAP, since none of the Company’s
derlvatlve financial instruments qualify for hedge accounting, the derivative instruments
are reported at fair value on each balance sheet date and classified as an asset or a

llabllltyF

As of Dlecember 31, 2006, the Company had no outstanding derivative instruments. The
followmg table prcvndes a detail of our derivative financial instruments outstanding as of
DecembTr 31, 2005:

|

: i Notional
Type ; Maturity date _amount  Gain (loss)
CDI rate| x interest of 7.84% p.y. + U.S. dollar 2005 to 2008 8333 . (899
CDI rate’ x interest of 7.84% p.y. + U.S. dollar 2005 to 2009 8,333 (918)
CDI rate| X interest of 7.84% p.y. + U.S. dollar 2005 to 2009 8,333 (914)
CDI raterx interest of 7.84% p.y. + U.S. dollar 2005 to 2010 8,333 (875) -
CDlI rate x interest of 7.84% p.y. + U.S. dollar 2005 to 2010 8,333 (894)
CDlI rate X interest of 7.84% p.y. + U.S. dollar 2005 to0 2011 8,333 (843)
CDI ratca x interest of 7.84% p.y. + U.S. dollar 2005 to 2011 8,333 (777
CDI rate x interest of 7.84% p.y. + U.S. dollar 2005 t0 2012 8,333 (603)
CDI ra;tv.le| x interest of 7.84% p.y. + U.S. dollar 2005 to 2012 8,333 (698)
Total fl'alr value (7.421)
Settlemelnt value recorded under BR GAAP 3,946
uUs. GAAP adjustment in December 2005 (3415

\
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Equity adjustment - Norquisa

|

The equity adjustment reflected in the reconciliation refers to the investment that
Politeno and ‘Pollproplleno Participagdes hold in Norquisa, considering the adjustments
posted into!its financial statements in accordance with U.S. GAAP. These adjustments
are mainly relbresented by the equity adjustment on those entities as a consequence of the
investment that Norquisa holds in Braskem S.A. (a petrochemical operating company
located in the| Northeast Reglon of Brazil) and relate basically to price level adjustment,

deferred charges reversal, pensmn plan, business combinations and deferred taxes.

Under U.S. GAAP both Politeno and Polipropileno Participagdes discontinued applying
the equity method when their investments at Norquisa were reduced to zero, as the U.S.
GAAP shareholders equity of Norquisa was negative by the time Company’s
subsidiaries Polrteno and Polipropileno Participagdes ceased to have influence over the
admlmstratlo”n of Norquisa, changing the valuation criteria of this investment from
equity method to cost method. The subsidiaries did not provide for additional losses as
they have nelther guaranteed obligations of Norquisa nor are otherwise committed to

provide further financial support for Norquisa.
b

e
Classrﬁcatlon‘ of export notes

i

Certain subsidiaries of the Company have discounted certain export notes under recourse
financing an"langements with financial institutions operating in Brazil. If the original
debtors fail to pay their obligations when due, these subsidiaries would be required to
repay the ﬁr'r'anced amounts. Under BR GAAP, such transactions are classified as a
reduction oﬁ accounts receivable as mentioned in Note 7. Under U.S. GAAP, these
transactrons are recorded gross as accounts receivable and bank loans. . As a
CONSequence, | current assets and liabilities under U.S. GAAP would be.increased by
R$56,317 and R$11,427 as of December 31, 2006 and 2005, respectively. This
U.S. GAAP clhfference has no net income nor equity effect.

Temporary.loiss on investments held for sale

Under Brazrllan accounting practices, permanent losses on equity securities held for sale
shall be recolrded in the statement of income based on the lower of cost or market value.

Under U.S. GAAP SFAS No. 115, “Accounting for Certain Investments in Debt and
Equity Securltles the Company shall evaluate if the loss is temporary or permanent.
The temporary loss must be treated as unrealized gain or loss and shall be classrf' ed in
shareholders! equity in the account named “Other comprehensive income”. The
Company shall evaluate periodically such investment in order to determine if it is still a
temporary , l(l)'ss or if it became a permanent one. When the loss is determined as
permanent, the Company should reclassify it from “Other comprehensive income” to
statement ofj income of the period. The Company concluded that the current market price
of Braskem's stock at Sdo Paulo stock exchange (Bovespa) has not represented a
permanent loss Accordingly, the difference of R$1,580 between the carrying amount of
Braskem shares as of December 31, 2006 and the price of the shares at Bovespa has
been con51dered as “Other comprehensrve income” under U.S. GAAP, while it has not
yet affected the Brazilian GAAP financial statements.
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u) New accOunting pronouncements

In February 2006, the FASB issued SFAS No. 155, “Accountmg for Certain Hybrid
Fmancml‘ [nstruments”, which amends SFAS No. 133, “Accounting for Derivative
Instruments and Hedgmg Activities”, and SFAS No. 140, “Accounting for Transfers and
Servn::lﬁg of Financial Assets and Extinguishments of Liabilities”. This Statement
amends SFAS No. 133 to permit fair value remeasurement for any hybrid instrument
that contams an embedded derivative that otherwise would require bifurcation. This
Statement also eliminates the interim guidance in SFAS No. 133 Implementation Issue
D-1, whlch provides that beneficial interests in securitized financial assets are not
subject: ‘to the provisions of SFAS No. 133. Fmally, this Statement amends
SFAS No 140 to eliminate the restriction on the passive derivative instruments that a
.quallfymg special-purpose entity (SPE) may hold. This Statement is effective for all
fi nanclal"E instruments acquired or issued in the first fiscal year beginning after
Septemb{er 15, 2006. Management does not expect the adoption of this SFAS will have

an |mpact on the Company’s financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. SFAS
No. 157 deﬁnes fair value, establishes a framework for measuring fair value in generally
accepted accounting prmmples, and expands disclosures about fair value
measurements This Statement is effective for financial statements issued for fiscal
years begmnmg after November 15, 2007. Accordingly, the Company will adopt SFAS
No. l57im fiscal year 2009. Management does not expect the adoption of this SFAS will
have an 1mpact on the Company’s financial statements.

In .lunel: 12006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in
Income ||Taxes” (FIN No. 48), which supplements SFAS No. 109, “Accounting for
Income Taxes”, by defining the confidence level that a tax posmon must meet in order to
be recog”mzed in the financial statements. The Interpretation requ1res that the tax effects
of a pOSIlIOn be recognized only if it is “more-likely-than-not” to be sustained based
solely Olll its technical merits as of the reporting date. The more- llkely-than -not threshold
represents a positive assertion by management that a company is entitled to the
economlc benefits of a tax position. If a tax position is not considered more-likely-than-
-not to' ble sustained based solely on its technical merits, no benefits of the position are to
be recogmzed Moreover, the more-likely-than-not threshold must continue to be met in
each reportmg period to support continued recognition of a benefit. At adoption,
compames must adjust their financial statements to reflect oniy those tax positions that
are morle likely-than-not to be sustained as of the adoptlon date. Any necessary
adjustment would be recorded directly to retained earnings in the perlod of adoption and
reported as a change in accounting principle. This Interpretation is effective as of the
begmnmg of the first fiscal year beginning after December 15, 2006. Management is

Ul . ' oee .
assessing the impact on Company’s financial condition and results of operations.
;
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1] - Reconciliation of the differences between U.S. GAAP and BR GAAP in net income

i
1

: | Ref. 2006 2005

I .
Net income as reported under BR GAAP 16 15,244

U.S. GAAP adJustments relating to investments accounted for
using the equ1ty method (m) 27,428 (80,574)

Adjustments from consolidated companies:
Inflation accountmg, net of depreciation (a) (1,222) (831)
Different Crlte!‘l}—.! for capitalization of interest, net from
depreciation
Pension plan

Different criteria for amortization of technology (e) 3,921 840
Derivative ﬁnaPu:laI instruments (q) 3475 (3,475)
Direct ﬁnancmg lease _ 4] - (7,866)
Business combllnatlons Polibrasil (M 30,750 318
Transactions between entities under common control (o) 1,148 668
Minority interest on U.S. GAAP adjustments (p) (1,665) (1,576)
Equity adjustm'gnt in Norquisa’s investment ' () 24,827 -
Deferred mcolnll'e tax on the above adjustments 669 (3,075
Net income unéer U.S. GAAP 101,964 (73,899)
Pension plan (g2} 2,355 -
Temporary Ioss on investments held for sale (t) (1,580) -
Deferred i mcome tax on the above adjustments (264) -

Comprehenswei income under U.S. GAAP 102,475 (73,899)

|
|
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111 - Recongiliation of the differences between U.S. GAAP and BR GAAP in sharcholders’
equity !

I .

i Ref. 2006 2005
Shareholdérs" equity as reported under BR GAAP 966,570 966,554
U.S. GAAP ftdjustments relating to investments accounted for

using the!ec uity method _ : (m) - (118,291) (145,719)

AdJustmenta-.I from consolidated companies:

Inflation accountmg, net of depreciation (a) 4,445 5,667

leferent crltcrla for:
Capltallzatlon of interest, net from depreciation {(c) (48,890} (59,968)
Pensmn plan (g) - 6,251 4,712
leferent| criteria for amortization of technology (e) 7,749 3,828
Denvauv’e financial instruments (q) - (3.475)
Direct ﬁnancmg lease H -
Minority |mterest on U.S. GAAP adjustments (r) - 1,665
Busmess |combmatlons Polibrasil (i) 71,806 41,056
Transaetlons between entities under common control {0) 17,593 16,445
Equity adjustment in Norquisa’s investment (r) - (24,827)
Deferred?mcome tax on the above adjustments (2,125) (2,794)

i
Shareholders’ equity under U.S. GAAP 905,108 803,144
Accumulated comprehensive income under U.S. GAAP 511 -

IV - Additional disclosures required by U.S. GAAP

i
a) Pensio;n plan
i
lnform'atlon with respect to the Company’s defined benefit plan in the form required by
SFAS No 132(R), “Employers’ Disclosure about Pensions and Other Postretirement
Beneﬁits” (revised 2003), for the year ended December 31, 2006, is as follows:

i
| 2006 2005
Change in benefit obligation:
Beneﬁt obligation at beginning of year 41,274 -
Effect of Polibrasil consolidation - 40,620
I
Semcle cost 12 3
lnterest cost : 4,101 1,374
Beneﬁps paid from plan assets (2,461) (781)
Actual‘“lal (gain) loss (5.543) 58
Beneﬁt obllgatlon at end of year 37383 41.274
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2006 2005

Change in plan assets:

Fair valuelof plan assets at beginning of year . 47,617 -

Effect of COlI'lSOlldatIOI‘l of Polibrasil - 45,106

Actual return on plan assets 821 3,283

Employer cgntrlbutlon 12 9.

Benefits pald from plan assets (2,461) (781)

Fair value of plan assets at end of year 45,989 47,617
Funded status 8.605 _6,343
Unrecogmzed prior service cost (1,949) (2,126)
Unrecogmzed net actuarial loss o (811) (11) -
Effects of business combinations : 405 506
Net amountlrecogmzed under U.S. GAAP 6,250 _4,712

The accumulated benefit obligation for the defined benefit pension plan was R$37,374 at

December 3 1H 2006.

F

| . .
The components of the Company’s net periodic benefit cost (income) were as follows:
|

} 2006 2005
Service cost| 12 4
Interest cost 4,101 1,374
Expected return on plan assets : _ (5,563) (1,788)
Amortization %f prior service cost (177) (59)
Effects of busmess combinations _101 _(127)
Net perlodlc benefit cost under U.S. GAAP (1,526) _(396)

The actuariz}l assumptions used in the accounting for the Company’s benefit plans were
as follows:

i Pension liability - %

i 2006 2005
i
Weighted-average assumptions used to determine net periodic
benefit cost: . .
Discount rate 10.25 10.25
Expected;retum on plan assets 12.00 12.00
Average rate of compensation increase 6.05 6.05
Weighted- average assumptions used to determine benefit
()bllgatlonsl m ‘
Discount lrate 10.75 10.25
Average rate of compensation increase 5.55 6.05

The expected 1Iuong-terrn rate of return for the plan assets was set up based on the pension
portfollo s pa‘st average rate or earnings, discussion with portfolio managers and -
comparisons with similar companies.
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Plan assets
The Conlpeny s pension plan weighted-average asset allocations at December 31, 2006
by asset category wereias follows:

|

%

| \ 2006 2005

t
Equity securities ‘ 0.05  20.00
Fixed income 94.05  72.00
Real estate 4.5 6.00
Loans ' 140 _ 2.00
Total 100,00 100.00

The followmg beneﬁt payments, which reflect expected future service, as appropriate,
are expected to be paid:

Pension benefits
2006 2005

2007 ; 2593 2,522
2008 | | 2701 2.636
2009 | * 2840 2757
2010 2941 2914
2011 3,059 3.033
2011 through 2016 , 18,070 18,043

In Septemllller 2006, the FASB issued SFAS No. 158, “Employer’s Accountlng for
Defined Beneﬁt Pension Plans and Amendments of FASB Statements Nos. 87, 88 and
132(R)". | SFAS No. 158 requires companies to recognize the overfunded or unfunded
status of a deﬁned benefit postretlrement plan as an asset or liability in its statements of
financial posntlon and to recognize changes in that funded status through comprehensive
income. Accordmgly, Company adopted SFAS No. 158 in the fourth quarter of fiscal
year 2006 and the total effect, net of taxes, in other comprehensive income is as follows:

5 2006
I
Net actuarlal gain 2,355
Income taﬁles effect (801)
Total, net of taxes ' 1,554

Concentrations of credit risk

The Groulpl s sales policy is linked to the credit rules fixed by management, which seek
to minimize any problems arising from defaults by its customers. This objective is
achlevediby attributing credit limits to clients according to their ability to pay and by
means of; dlverS|F cation of accounts receivable (spreading the risk). At and for the years
ended December 31, 2006 and 2005 no customer individually represented more than
10% of trade accounts receivable or revenue.

The Company requires letters of credit for sales to foreign markets, thereby reducing the
risk of default on such sales.
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Commitmcints

The Compiany’s purchase commitments amount to R$10,021,255 and relate to raw

materials.

The purchase

|
Year -

commitments have the following maturity:

Amount

2007
2008
2009
2010
2011
2012

2013 up to 2026

Total

929,614
929,614
929,614
929,614
929,614
929,614
4,443.571

Intangible assets subject to amortization

}

Following is

a summary of the Company’s intangible assets (“Spheripol” technology)

subject to a;rr{(')rtization under U.S. GAAP:

|

i

]
Gross |

t
Accumulatqd

Net 1

2006 2005

47,869 47,869
amortization (13.563) (10.492)

34,306 37377

Aggregate é}mortization expense for the above intangible assets amounted to R$3,072 at
December 3 llll 2006.

|

‘ -
The estimated aggregate amortization expense for the next five years is as follows:

i

{
\
;
2007 |
2008 l
2009 |
2010 |
2011 |

Amount
3,072
3,072

3,072
3,072

l .
Supplement:ar.y information - valuation and qualifying accounts for accounts receivable

| 2006
Balance beglinning of the year 6,505
Additions | ' 6.944
Balance at thejend of the year 13,449

10,021,255

3,072,
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f) Condeﬁsed financial information under U.S. GAAP

Based on the reconciling items and discussion above, the Company’s consolidated
balance sheet statement of operations, and statement of changes in shareholders’ equity
under U S GAAP are as follows:

(i) Con'densed balance sheets under U.S. GAAP

Assets 2006 2005
o

Celrant assets:
Calsh and cash equivalents 272,794 185,388
Short-term investment 66,666 40,521
Trade accounts receivable 271,439 119,440
ln\al'entorles 171,901 208,727
Deferred income taxes 1,341 16,583
Other credits 97,716 75,069
Pl‘ﬁpald expenses 14,176 11.868

Total current assets 896.033 657,596
i

ln"yeLstments 442,925 591,237

Géo%iwill, net 421,291 424,290
il '

Property, plant and equipment 467,583 469,773

Long~term assets:
Intlanglble net 34,306 37,377
Defenred income tax 72,625 38,898
Relcoverable VAT 96,819 45,530
Trade accounts receivable 8,042 11,406
Other credits 25,518 28377

Total long-term assets 237,310 161,588

Total assets 2,465,142 2,304,484

1
|
A
!
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Liabilities and shareholders’ equity 006 005

Current liabilities:

Trade accounts payable 127,641 130,837
Payroll and related charges 16,054 17,009
Taxeg payable other than income 10,858 5,135
Shortiterm debt 185,380 468,254
Intere'st payable on short-term debt 34,397 30,755
Dividends proposed and payable 173 -
Defefred income taxes . 2,676 -
Otherlaccounts payable 37450 _ 77.708
Total clrrent liabilities 414629 729,698
Nonckulirent liabilities:
Loansland financings 1,076,925 678,318
Fair, market value of derivative financial instruments - 7,421
Prowsllon for contingencies 9,585 16,014
Intereiﬁt payable on long-term debt - 9,577
Deferred income taxes 46,551 30,598
Otherlkaccounts payable 11.833 29,906
Total 'noncurrent llabllltles 1,144,894 771,834
Minority interest - (192)
Shareholders’ equity:
Share}lcapltal 826,283 826,283
Other lcomprehenswe income 511 -
reserves 78.825 (23.139)
[ | | 905,619 803,144
Total iliabilities and:shareholders’ equity 2,465,142 2304484

|
!
!
|
|
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1 .
(ii) Co‘[ndlensed statements of operations under U.S. GAAP
t

i 2006 005
| .
Ne;t sales ' 1,826,814 594,765
Costlof sales (1,561,574) (525,762)
}
Gross profit 265,240 69,003
!
Operatmg {expenses) revenues:
Sellmg and marketing (127,966) (50,243)
Gerlleral and administrative (62,694) (30,105)
OIther operating income (expenses), net 82,284 (7,099)
Oplerating expenses (108,376) (87,447)
Nonﬁ)perating income (expenses):
Frnen0|al expenses, net . (41,144) (59,989
Other ‘ - 374
lnc|o‘r|ne (loss) before income tax, equity in affiliates and
mlinlority interest 115,720  (78,059)
lncome tax benefit (expense):
Current - (13,160)
Deferred (4.324) 35,331
lnche before equity in earnings (losses) of affiliates :
an‘d minority interest 111,396  (55;888)
Equrty in earnings (losses) of affiliates (7,761)  (16,388)
lncorne (expenses) before minority interest 103,635  (72.276)
|
Minority interest (1,671) (1,623)
!
!
Net iir|1come (loss) for the year 101,964 (73,899)
(Loiss) earnings per share - common 0.45 (0.76)
Eammgs per share - preferred : 0.45 -
(iii) Statement of comprehensive income

Under Brazilian accounting practices, the concept of comprehensive income is not
recognlzed Under U.S. GAAP, SFAS No. 130, “Reporting Comprehensive
lncowe requires the disclosure of comprehensive income. Comprehensive income
is corlnprlsed of net income and other comprehensive income that include charges or
credlts directly to equity which are not the result of transactions with owners. Since
the1Company has no transactions that result in other comprehensive income, net

|
lnconl'le (loss) is equal to comprehensive income (loss) for all periods presented.

|
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(iv) Condepsed statements of changes in shareholders” equity under U.S. GAAP

l 2006 2005

t
At begimmng of the year 803,144 892,437
Net (loss) income 101,964 (73,899)
D1v1dends and interest attributed to shareholders’ equity
declared - (15,394)
At endiof the year ' 905,108 803,144

g) Statements of cash flows

The consolld?ted statements of cash flows for the two years ended December 31, 2006
and 2005 are presented in accordance with the presentational format determined by U.S.
GAAP usmg ‘amounts determined under BR GAAP, adjusted to remove the effect of
proportionail Consolidation.

| 2006 2005

| 2006 PALIN
OPERATH\EG ACTIVITIES :

Net mcome‘for the year 16 15,244
Adjustments tp net income (loss) reconciliation: '
Deprematlon and amortization 75,0094 27,093
Goodwill amortization 57321 16,718
Write-off of gOOdWlll - 1,840
Equity net; lpsses on jointly controlled and affiliated companies 23,491  (64,184)
-Gain on sale| of Norcom' - (264)

D|v1dend5Ifrom subsidiaries 4,387
Loss on sale\of property, plant and equipment (splitter) 35,583 13,900
Provision for losses on accounts receivable 6,944 5,246
Increase on I|1nterest payable 113,355 608
Monetary and exchange variation (59,231) 4,531
Deferred 1nc:0me tax (13,035)  (39,963)
Minority interest : 559 644
Other ! (5,525) -
Changes in assets and llabllltles
Trade accounts receivable ‘ (110,688) 114,860
lnventorles: | 37,117 (21,122) -
Taxes recolverable ' - (26,208) (4,262)
Prepaid expenses ' (1,211) (2,993) -
D1v1dends recewable - 78,345
Other recelvables ' (176,587 (10,311)
Suppliers 'H (3,196)  (2.988)
Salaries, taxes charges and contributions (3,179) (1,379)
Prowsmn fer contingencies (2,728) (688)
Advances from customers (25,288) 28,444
Other payables - 17,834
Net cash prolv'ded by operating activities (73.009) 177,153
Al
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‘ 2006 2005
lNVESTING ACTIVITIES
Proceeds \from sale of property, plant and equipment 129,938 63,526
Capltal expendltures (70,847) (7,024)
Proceeds wirom the sale of net assets of Norcom ' - 46,854
Payment Ifor purchase of 50% of Polibrasil, net of cash acquired - (678,770)
Acqursrtlon of minority interest (2,984) (3,362)
Caplta! increase in jointly-controlled subsidiaries (5,802) (113,724)
Net cashlused in mvestmg activities 50,305  (692,500)
FlNANiCING ACTIVITIES
Proceedsifrom issuance of debt 700,372 957,571
. Repayment of debt (585,600) (327,375)
Repayment of debt - related parties - (25,007)
Dmdends paid (4,662 (23,779)
Net cash prov1ded by ﬁnancmg activities 110,110 581410
lncrease in cash and cash equivalents _87,406 66,003
REPRESENTED BY
Cash andl¢ash equivalents, at beginning of the year 185,388 119,325
Cash and“cash equivalents, at end of the year 272,794 185,388
Increase r|r|1 cash and cash equivalents 87406 _66,063
| .
SUPPLEMENTARY CASH FLOW INFORMATION
Income and social contribution taxes paid - (11,426)
Interest pi}ld (107,594) (25,760)
Acqursmon of technology through loan - 22,222
Purchase gf remaining interest in subsidiary:
Cash and cash equivalents - 14,956
Curren?t :alllssets (-) cash and cash equivalents - 530,505
Noncurrent assets - 61,583
Permanent assets - 678,069
Current liabilities - (472,647)
Noncurrent liabilities - (281,072)
Negatrve”goodwrll - (21,743
Mlnorlty: interest - {2,414)
{-) lnterest held before the remaining acquisition - (249,597
Goodwrll - 428,780
Purchase prlce paid in cash - 686,420
(-) Cash acqurred - (7,651)
Purchasei ﬂrlce paid in cash, net of cash acquired - 678,770
|
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State Enrolment NIRE No 35 3 0018786 5
Publicly-held Company with Authorized Capital
Minutes of the Board of Directors Meeting

On December 22, 2006 at 9:00-a.m., in the corporate headquarters, at Avenida Brigadeiro Faria
Lima, 1355, 9" floor, in this Capital, the Board of Directors of SUZANO PETROQUIMICA S.A. held
a meeting, with the attendance of its undersigned members. Mr. David Feffer, Chairman of the
Board of Directors, {took the chair of the meeting, who invited me, Fabio Eduardo de Pieri Spina to
act as Secretaries. Subsequently, the Chairman explalned that the purpose of this meeting was to
take knowledge and Ldehberate on the capital increase in the directly controlled company SPQ
Investimentos e Pammpagoes Ltda. (“SPQ"), through the granting of 4,759,274 common shares
{(*Common Shares”) and 2,320,597 class “A” preferred shares (“Preferred Shares”™ and, together
with the Common Shares the “Shares”) issued by Petroflex IndUstria € Comércio S.A. (“Petroflex”)
and owned by the Company, for the accounting value provided for in the Company’s books. Upon
the matter being dlscussed the Board of Directors approved the grantmg of the Shares, authorizing
the Executive Officers to subscribe and pay up the capital increase in SPQ, for such purpose being
empowered to deaI|W|th and enter into all agreements instruments, documents and reports, and to
take all actions requured to the performance of the increase set forth herein. There being nothing
else to be considered, the works were adjourned for the drawing of these minutes that, upon being
read and approved, |were signed by the attending members. Sdo Paulo, December 22, 2006.

I

David Feffer, Chalrrinan of the Meeting
Fébio Eduardo de Plen Spina, Secretary

Members of the Board of Director:

David Feffer, Pre5|dent

Daniel Fetfer, Vice- Presndent

Boris Tabacof, Vlce PreS|dent

Jorge Feffer, Member| of the Board

Claudio Thomaz Lobo Sonder, Member of the Board
Antonic de Souza Corréa Meyer, Member of the Board
Adhemar Magon, Member of the Board

Pedro Pullen Parente' Member of the Board

Roger Agnelli, Membpr of the Board




Federal Tax ID CNPJ/MF No 04,705,090/0001-77
State Enrplment NIRE No 35 3 0018786 5

Publicly-held Company with Authorized Capital
Minutes of the Board of Directors Meeting

On February 14, 2007, at 4:00 'p.m., in the corporate headquarters, at Avenida Brigadeiro
Faria Lima, 135§, Oth floor, in this Capital, the Board of Directors of SUZANO

PETROQUfMICA |S.A. held a meeting, with the attendance of its undersigned members,

e e

also with the attcindance of the members of the Au@it Committee, Messrs. Luiz Augusto
Marques Paes, Rubens Barletta and José Edison da Silva, and also, upon invitation, Messrs.
Jodo Pinheiro N?%ueira Batisté and José Ricardo Roriz Coelho, Co-CEOs, and Messrs.
Armando Guedes Coelho and; Fabio Eduardo de Pieri Spina, Management Commiitee
members. Mr. Dalvid Feffer, Chairman of the Board of Directors, took the chair of the
meeting, who invited me, Fibio Eduardo de Pieri Spina, to act as Secretaries. Subsequently,
the Chairman stated that the purpose of this meeting was to take knowledge and deliberate
about (i) the Ma!nﬂgemcnt Report, the Financial Statements, the Consolidated Financial
Statements and Ehe respective Explanatory Notes, related to the fiscal year ended on
December 31, 2006, together with Independent Auditors” Opinion , and (ii) the proposal of
destination of net profit of the fiscal year ended on December 31, 2006.

Upon the matteribeing discussed, it has been approired (i) the Management Report, the
Financial Statements, the Consolidated Financial Statements and the respective Explanatory
Notes, related to!the fiscal yezir ended on December 31, 2006, together with Independent
Auditors’ Opinion, the Counselors having unanimously decided to issue the following

]
“BOARD OF DIRECTORS OPINION - The Board of Directors of Suzano Petroquimica

S.A., in the exerlci|.l;e of its attributions provided for in law and in the Corporate Bylaws,
manifests according to the Management Report, the Financial Statements, the Restated
Financial Statem‘!ents and the respective Explanatory Notes, related to the fiscal year ended
on December 3l,E 2006, which have been sent to it, together with the Independent Auditors’
Opinion, issued} by Deloitte Touche Tohmatsu Auditores Independentes. Sdo Paulo,

February 14, 2067”; and (ii) the proposal of destination of net profit of the fiscal year ended

SUZANO PETROQUIMICA S.A. SEFICE OF



on December 31, 2006, to be submitted to the appreciation of the Regular General Meeting
of 2007, as followls: (a) R$ 835.00 for the legal reserve; (b) R$ 4,800.00 for payment of

annual dividend, which payment will not occur, in the terms of the article 202, paragraph 4

" Law 6,404/76.; (c) R$ 10,000.00 for the Capital Increase Reserve; and (d) R$ 1,100.00 for

the Special Statuté)ry Reserve. .

CLOSURE:
There being no further businesses, these minutes were drawn up, approved, and signed by

" all the Members of|the Board of Directors. Sdo Paulo, February 14, 2007.

David Feffer, Chairman of the Meeting
Fabio Eduardo de Pieri Spina, Secretary

Members of the Bloard of Directos:

David Feffer, President

Daniel Feffer, ViceLPresident

Boris Tabacof, Vlcle President

Jorge Feffer, Member of the Board

Claudio Thomaz Lobo Sonder, Member of the Board
Antonio de Souza Correa Meyer, Member of the Board
Adhemar Magon, l\lflember of the Board

Pedro Pullen Parente Member of the Board




SUZANO

PETROQUIMICA

Suzano Petrogunmlca Announces its 2006 Results .
“+ Conference calls:

Consrstent raises in the EBITDA Margin, reaching 13.8% in 4Q086, Feb 15, 2007
consolidate a sustalnable level of cash generation and the Portuguese: 11:00 AM |
perspectlve of a new cycle of consistent growth Brasilia time (8:00 AM NY r
‘ time) | ‘

I
English: 3:00 PM Brasilia
time (12:00 NY time) |

Sao Paulo, February 14, 2007 - Suzano Petroquimica S.A. (the “Company”) (BOVESPA:
SZPQ4; |LATIBEX XSUPT) Latin Il\merlcan leader in the production of polypropylene and with |
shared management in important companies of the petrochemical sector — Rio Polimeros S.A. investor Relations Area:'
and Petroflex Indistria e Comérmo S.A., and with a participation in Petroquimica Unido S.A. + 55 11 3345.

(PQU), announces today the results of fourth quarter {4Q06) and 20086. 5827/5856/5887/5886

Year Highlights | ; ‘ | szpg_ri@suzano.com.br,

ol A

Recov:ery of profitability of 1Suzano Petroquimica in the second half i '@szpm;

. NIVEL2 -
Suzano Petroquimica’s operating cash generation, measured as per the EBITDA criteria, reached navisrn amesn oo
R$ 155. 9 million in 2006, 80% of}whnch were obtained in the second half of the year. EBITDA :.:
showed an important recovery path since the 3rd quarter, reaching in the fourth quarter the best .
result thrs year, of R$ 65.2 m:lllon[m the fourth quarter, surpassing even the EBITDA of 3Q06,
which had been the best since 4Q04.

This strong recovery in the Companys cash generation was based on the strategy of privilege
profntabrhty in our business opportunstres focusing on more specialized resins, with differentiated
performance and with higher value! added This movement was possible thanks to the increase in
domestlc prices, allowed by the recovery in domestic demand as from 3Q06 and supported by a
positive international scenario, regar‘drng both prices and demand for resins.

Suzano Petroquimica complied, terefore with the position undertaken with the market and its
shareholders of recovering the weak performance of the 1st semester, supported by the recovery of
local prices and further by more stable costs of raw material,

Movement of recovery of thels EBITDA Margins during the year

The Parent Company EBITDA margun during the year of 2006, evolved 10.7 p.p., from 3.1% in the
first quarter of the year to 13.8% in the 4th quarter. The |mprovement of performance was a result
of the price recovery started in the. 3rd quarter and consolidated in the 4th quarter, together with the
fall in the|pr|ces of raw materials, whrch had strong rises during the year, as a consequence of the
rise in the oil prices.

Follownng the evolution in the Parent Company, an important recovery also in the consclidated
EBITDA margln occurred during the|year going from 3.1% in 1Q06 to 14.5% in 4Q06, for which the
\ Dosrtwe c!ontnbutlon of Filonol as frogn 3006 was also |moortant

Corporate
Sustalnablllty Index




.
.
2006 Results | ||
L

I

;;?@§?i

| 'SUZANO - ..

'_Pl'llo_aplnsc.n .

) ‘Process 6f significﬁnforigt)ing deleveraging """ 7

‘ With the adverse scenario for the petrochemical industry in 1H06, causing a strong reduction in cash generation

| in & moment of a higher leverage due to the acquisition of Polibrasil, the Net Debt / (EBITDA + Dividends) ratio of
the Parent Company reached 7.1 x in June 2006. With the strong evolution in the cash generation of the
Company as from the 3r<'|1 quarter, this ratio followed an emphatic fall, reaching 5.5 x at the end of 2006.

|

|

The same way, consolidated leveraging also presented a strong orientation, also counting on the positive
contribution of Riopol's EBITDA starting from the 3rd quarter. After reaching the maximum of 13.2x in June, the
consolidated Net Debt / EBITDA ratio fell to 8.1 x at the end of 2006. The process of consolidated deleveraging
shall steadily evalve in 2007, once Riopol's EBITDA shall remain in high levels during 2007 and for a hole fiscal
‘ year, once 2006 encompﬁssed only the period between April and December.

| 1% year of Riopol’s activities

| In April 2006, after its p;rql-operating phase, Riopol took over the operation of its industrial complex and began its
| own polyethylene production, evolving from that moment on both in its operating learning curve and its
| penetration in the market:

: During the year, Riopol  achieved important advances in terms of production and market, with an average
| operating rate of 78.5% a}pd reaching, in its first year, about 20% of the domestic sales of LLDPE and of HDPE,
: indicating its quick progress during the year.

Riopol represented, at theI end of 2006, about 17% of the consclidated net income of the Company.
Sale of Politeno

Suzano Petroguimica, together with the other shareholders of Politeno, sold its shares to Braskem in April, 2006.

According to the sale contract, SPQ Investimentos e Participagfes, a controlled company then shareholder of

Paliteno, received an initial payment of USD 60.6 MM, and the final sate value will be determined according to an

agreed-upon formula based solely on the spread of polyethylene in the domestic market, calculated between the

sale and the 18 consecutive months.

I

Politeno’s sale contract was characterized as a hybrid financial instrument for expecting the realization of an
additicnal installment in th'ln'la future, being treated therefore as a derivative and registered in the accounting books
for its fair value. The accounting of the contract in 2006 considered the ascertained value of the spread during the
period, combined with the Lexpected spreads for subsequent months, in order to calculate Politenc's sale contract
flfair value. Such accounting' criteria generated a R$ 64.4 million positive impact in the Parent Company's equity in
laffiliates. tl

In addition, in the transacﬁon the Company promoted an exchange of 75,669,544 shares issued by Norquisa,
held by its controlled company Polipropileno Participagdes, for 2,129,324 preferred shares issued by Braskem
Peld by Odebrecht, that controls Braskem. Nowadays, SPQ holds such Braskem's shares.

Lo .
Suzano Petroquimica advances on its Corporate Governance Model
In 2008, the Company gave big steps in the improvement of its corporate governance practices. Among the main

actions, we highiight the' launching of the Code of Conduct, the creation of new committees of the Board of
Directors and the nomination of the new Executive Board. As first acts, the new Executive Board adjusted the
organizational structure of, the Company, revised the structure of its committees, which are managerial
coordination forums, and created Work Groups, permanent multifunctional teams directly associated to the
Exeuctive Board and focused in management by processes. Therefore, the Company established a more
el'ffective structure, aligne‘dklwith its business vision and capable of reaching its strategic goals. Besides, we
adhered to important vquntper commitments, such as the Glebal Compact and Instituto Ethos’ Pact for Integrity

and Anti-corruption, among other actions.
r
|
|
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**"Suzano Petroquimicai

s included in the Corporate Sustainability Index (ISE) "+
Suzano Petroguimica was' included, as from December 2006, in the new portfolio of Bovespa's corporate

suétainability index — ISE. Thfé Company has been working hard in the path of sustainable development, namely
in Environmental, Social and Cilorporate Governance aspects.

SchlaI Characteristics of lhllg Result Disclosure:

t )

Wiilh the taking over of Polibrasil’é full control on September 1st, 2005 and its further incorporation by Suzane Petroguimica on
November 30th, and yet with th'e: sale of the participation of 33.9% in Politeno on April 4th, 2006, the Company decided to
disi:uss its resulls in pro forma basis, aiming at allowing a better analysis of the business now held by Suzano Petroquimica
and thus ensuring better comp:étrison with previous periods, and estimates of future results. Therefore, the Company's
operating and financial inform'alt_ion, except where otherwise indicated, are presented based on pro forma consolidated
numbers, considering 100% of participation in Polibrasil, and removing the participation in Politenc from all mentioned periods,
and in Reals. The regular accoyr?}ing data is availabie at the CVM (the Brazilian Securities and Exchange Commission).

{1)|The pro forma analysis of Suzano Petroguimica’s Parent Company results totally reflect the polypropylene business
performance, formerly conducted by Polibrasil, and now carried out by the Company itself, in addition to the activities that it
performed in the past {monitoring|of participations in jointly-controlled companies).

{2) |The pro forma analysis of S'uzano Petroquimica's Consolidated results considers the Parent Company, as described in
item {1), proportionalty consolidating the participation that the Company holds in its jointly-controlled companies, Riopo!
{33!33%) and Petrofiex (20.12%)! The perfaormance of the companies of which Suzano Petrogquimica holds shared contro! is
described in the analysis of Suzano Petroquimica’s Consolidated Resulls. Furthermore, the result regarding Polileno’s
consolidation is not considered, as it was sold in April, 2006. This way, the pro forma result made public since the 3Q05 is
dim;erent from the pro forma resi;ltithat started to be make public in 2Q08.

{3) Untit September 1st, 2005, Poulibrasil’s financial statements reflected the results of operations of polypropylene compounds
that, at the time, were sold to Basell. For adjustments in past pericds, aiming at refining the forecasts, we indicate that from
2003 to 2005, the volume of polilpropylene compounds sales represented about 5% of Polibrasil's total sales volume, while
the net revenues originated frorp Ilhose sales was equivalent, in average, to 8% of the net revenues of the then Polibrasil.

All comparisons made are relatédI to same periods of 2005 (4Q05 or 2005}, except when otherwise specified.

Message from Management : . L

.. I . . . .
The fiscal year 2006 was our first complete calendar year as a company with own operations, a leader in the Latin American

polypropylene market and seconlcll greatest manufacturer of thermogplastic resins in Brazil. Within this new environment, we
took important steps towards the avolution of our corporate governance and management structures, 1o strength the operaling

activities and to implement sustainable development oriented practices.

The focus on the improvement ofjour corporate governance praclices was one of the main keynotes of the year. The Board o
Directors implemented its InlernalIFIegulation and created the Audit and Management Committees, extending the scope of the
Strategy Committee to Sustainability and Strategy, all of them reporting to the Board. In June, the Suzano Group launched its

Coqe of Conduct, which applies 10 all companies belonging to the Group and is based on the ethical principles which guide its
activities: integrity, equity, transparence, professional acknowledgement, corporate governance and sustainable development.
In September, the new Executivq|Board was designated, and one of its first actions was te adjust the Company's functional
organogram, reviewed the structure of its Committees, forums of managerial coordination focused on results, and created the
Work Groups, permanent multi-function teams, reporting directly to the Executive Board and focused on management through
processes. As a consequence, we achieved a more efficient structure, consonant with our business vision and capable to
reach our sirategic objects. .

||
The| corporate governance and sustainability were elected the lop policies of our corporate position in our annual cycle of
strategic planning. Qur Vision 2015 incorperated the guidance of business by the rules of sustainability, and the first steps of
this new view of our Company vaelge already taken. The efforts undertaken in the sustainable development field made feasible
the inclusion of our preferred shares in the 2006 portfolic of the Corporate Sustainability Index (ISE) of Bovespa.

Our} strategy is to focus on the|polypropylens and polyethylene business, giving preferance to our investments in the
Southeast region, which responds to 60% of the Brazilian consumption and where is already located today 82% of our

installed capacity for polypropyleng production, which will be raised to 86% after our expansion plan is completed.

Qur leadership in the polypropylene market will be guaranteed with the increase in 40% of our production capacity, the first
stage of which was completed in July 2006, when we added 60 thousand tons/year to the Mau4 (SP) unit, which capacity was
raised te 360 thousand tons / year. Up to the end of 2007 we will increase the capacity of Duque de Caxias (RJ) to 300

|
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| "=',thousand tons I year and wheniwe ‘conclude he second stage of 1he ‘Maudenlargement 10450 thousand t
second quarter of 2008, we will reach 875 thousand tons / year of polypropylene production capacity.

Concerning the polyethylene, v'va defined Riopol as our action and growth platform, for his adhesion to our long-term strategy.
The company, located in Duque de Caxias (RJ), started its operating stage in 2006, being the first lully integrated Brazilian
petrochemlcai company and WhICh uses natural gas fractions as raw material for the polyethylene production. Within this
background, in April 2006 we sold our participation in Politeno, a polyethylene manufacturing company which the Company
did not consider as priority any more. This movement represented one more important step for the reorganization of the
Bra!zlllan petrochemical mdustry

2006 was an extremely chal!eng ing year, specially the first semester, as a result of the high prices of raw materials, the still
weak demand for resins and the[appreclated Real, which increased the competitiveness of the resins impons and the finished
producls and negatively :mpacted our prices in Reals, which follow international prices in dollars. This scenario strongly
reﬂecled on our first semester, résults and on the price of our preferred share SZPQ4, which devaluated 29.1% during that
time. To change this scenariol| we implemented an strong results recovery plan, based mainly on an intense cosls
contalnment program and a busmess policy which privileged profitability instead of sale volumes. These initiatives allowed our
result to recover in a sugnmcanlly way in the second half, and our share valuated 16.3% within this period. However, as a
result of the high depreciation ci;l the price in the first half, our preferred share still had a 17.6% devaluation in the year.

We believe that the business recovery, which took place in the second halt of 2006, will remain throughout 2007 ang 2008.
Due to the weighled balance between offer and demand for plastic resins in Brazil and the world in this period, the heated
demand and the expectation that new strong escalades in the oil prices will not ogcur, the background scenaric may be
favorable in the next two years.

This positive scenatio reinforces the opportunities in the Brazilian petrochemical market, in special if linked to the waited
economlc growth in levels compatlble with the capacity and needs of our Couniry. If we have a lower real interest rate,
exchange rates compatible wnhillhe economics foundations, unburdemng of the Brazilian manutacturing chain and people
have a greater purchasing power, we will find an extremely promising environment to our business.

The Management
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SUZANO PETROQUIMICA PARENT COMPANY

Sector Scenario and Economrc Context l : |

The year of 2006, for the petrochem:oal sector, may be divided in two different stages: (i) the first half, when there
was a strong falil in the profltablllty of the thermoplastic resin producers, once the sector's main inputs, naphtha,
ethylene and propylene had a quick rise, foliowing the oil price trend, within an environment of valuation of the
Fleal allied to a domestic demand for resins below the estimates, which made it difficult the pari-passu raise in
sale prices; (ii) the second !hall of the year, when a recovery of the margins of the sector started to be drawn,
thanks to the transfer to the resrns prices of part of the rise in the raw materials costs during the year, supported
by|the recovery of local demand and in line with the movement which had been in place in the international
market since April, and still wrth a scenario of more stable inputs prices, even falling in the end of the year.

Asiregards the raw materrals used in the petrochemical industry, the year of 2006 registered an escalade of the
costs of naphtha, ethylene and propylene, which increased durrng the year about 20%, 17% and 15%,
respectrvely, following the movement of rise of ail during the first nine months of the year, although slower and in
a smaller amplitude. This year the oil has reached the maximum of USD 78 per barrel, in August, while naphtha
has reached about USD 640 per ton, also in the same period. However, starting from September, a quick retreat
was observed in naphtha and; oil prices, closing 2006 priced USD 61 per barrel and USD 545 per ton, indicating a
retreat of about 20% and 15%|{ respectively, as regards the record prices registered in the month of August.

Petrochemical inpuls derived from natural gas also presented price increases in 2006, compared to 2005. Ethane
and propane Mont Belvieu, basus USA, raised 4.8% and 11.0%, respectively, even if natural gas average price in
the USA has presented a 26. “% retreat between this same periods.

The world's scenario panorama of resin consumptlon was very positive during the year of 2006. The growth in the
economy the resins oonsumptron mainly in Asia and in the United States, allowed the increase in the prices of
mputs of the petrochemical oharn to be quickly transferred to the resins prices in the international market.

The Brazilian market of resins, starting from middle 2006, after a first semester of performance below the
est:mates started to give srgns of recovery. The growth in the domestic demand, mamly with the stronger
seasonal sales of 3rd quarter allied to a scenaric of high international prices of resins, began to drive the
recovery of domestic prices,’ overcomrng the pressure that the appreciated Real imposed on the prices of resin in
Reals, allowing thus the recomposrng of the domestic resin prices as well.

The thermoplastic resin market grew 9.6% in 2006 compared to 2005. Polypropylene, confrrmmg to be the resin
with the higher growth rate, presented growth in the domestic consumption higher in the resins group, of 12.5% in
thelsame period. The domestrc sales of polyethylene in 2006 presented a growth of 8.1% as regards 2005,
specially the linear low-density polyethylene.

ThlS way, the recovery in the domestic resin market during the second half of the year, made possible the
recovery of part of the profrtabllrty lost in first half, with the support of the favorable international market,
confirming the industry's capacrty of the to overcome periods of adverse market scenarios.

L ) Page 5of 24
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877 47w Suzano Petroquimica's polypropylene production in the 4Q06 was
: 133.3 thousand tons, with an accumulated total of 544.1 thousand
capacity of 685 thousand tons per year as of July 11.
18 Jff Thus, the production in 4Q06 was 8.9% lower than the cne of the

third quarter, as a result of the tests made to improve efficiency of
the plants and the quality of products and further to adapt the
production volume to the Operating Rate (%)

smaller demand in the 882% ggas 89.7%

77.8% 83.3%
2008, inventories level. If .
mmsmshemuuth-mpmmpmmm with & compared to the same
3 tomiyaar capecty l quarter of 2005, the
vollume of polypropylene resirlls produced was 3.3% lower. )
The accumulated productlon this year reached 544.1 thousand tons,
14% lower than the productlon in 2005. If we consider the total
productlon in 2005, mcludmg composites, the accumulated production
thnf year was of 5.7% lower. l
In 2006, the Company carned out programmed stoppages in the Maua
pIant to increase its productton capacity and, in Duque de Caxias, to

change the catalytic system, [beSIdes tests of new catalyst in Camagari,
all|with the objective of enhancing the plants’ competltlveness and the 5 3006 4006 2005 2006

t * considers Iha 685 kiyear proguction capaclty from
quality of their products. asbinth

544

tons in 2008, with an average operating rate of 77.8% in the

quarter and of 83.3% this year, if considered the new production
quarter, adjusting also the

2006

Thf—: Company intends, in the year of 2007, to operate its plants at levels of capacity use of about 90%.

| |

Taking advantage from the warmed international
scenario and also from the good conditions of the
local demand, the total sales of polypropylene of the
Company in the 4Q06 reached 135.0 thousand tons,
a velume 6.2% above the realized in the same
quarter of 2005, in spite of the reduction in the
produced votume, 9.9% lower however than the one
realized in the 3Q06, a normal behavior of sales as a
function of the sector's seasonality, in general
heated in the third quarter. In 2006, the volume of
polypropylene sold was of 556.8 thousand tons,
7.2% higher than the volume sold in 2005, as a
reésult from the increase in domestic sales and the
higher exported volume. If we consider the sales of

Sales

Th

150~~-._,15

.
.

uz.m 02
006

WDomestic Sales W Exports polypropylene composites up to September 2005,
* Untll 3005 Included the .84 of polyRropYlene compounds the total sales increased in 2006 2.2% as regards
' | 2005,
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Exponts 2006 (%) ©
Europe

“Expors 406 (%) - | AL

102.1 thousand tons this quarter, a

A::?:n Europe Others volume 12.1% lower than the one
% Amarica sold in the third quarter, as a result

of the seascnal sales reduction.
However, this reduction was lower
than the 14.8% retreat recorded in
the domestic market in the period.
Comparing to the 4Q05, domestic
sales grew 2.4% this quarter,
capturing part of the growth of 4.1%
. in the sales of the local producers in
the domestic market. The accumulated domestic sales of polypropylene totaled 435.5 thousand tons, a volume
4.9% higher than the one‘s:(:JId in 2005, while according to preliminary dada by Abiquim/Coplast, domestic
coqsumption of polypropylenq grew 12.5% this year as regards 2005. The Company's domestic sales did not
follow the growth in Brazilian[lmarket accordingly, due to the strategy of valuing profitability instead of volume. If
we|consider the sales of coﬁnqosites in 2005, the domeslic sales recorded in 2005 were 1.1% lower. In 2008, the
best sectors for the Compapy were the packaging, for the food and cosmetic industries, as well as the

consumption, automobile and {(‘aiectro-eletronic sectors.
Exports in the quarter totaled 32.8 thousand tons, or 24.3% of the total polypropylene sold, a volume aligned with

thel one sold in the third qua‘r}ter this year, reinforcing the strong international demand and the good business
opportunities. The highlight this quarter was the high volume exported to Africa, which presented, in this period,
very attractive prices, besides"competitive freight conditions. Exports in 2006 were 16.0% higher, reaching 121.4
thousand tons or 21.8% of thé total sales of.the Company, once again as a way to capture the high prices in force
in the international market in 2006. This year, South America remained as the main destination of the Company’s
exp'_orts, with a share of 40%f|0f the total exported, underlining however the growth in the volume exported to
Afripa, which represented 35:/0 of the volume exported. The Company continues its policy of reinforcing its
presence in Latin America, target-market for its exports.

a .
, ‘
|| i |
! |
The recovery of the local de,rr}!and in the second half of this year and the high prices in the international market
contributed to the maintenance of the domestic levels reached in 3Q06 until the end of the year, still if in 4Q06

mtefrnational prices fell, following the oil behavior. Once raw materials presented a more stable behavior by the

end of the year, the industry{u'f:as able to recover part of the profitability lost with the strong rises of the beginning
of the year, although the exchange rate scenario continued to be unfavorable to the sector.

12%

Alrica
35%

Africa .
A% i

Sale Prices

Evolution ofPPPlrk;_e(USSIlon) Specifically for Suzano Petroquimica, with the

130 (basis ICIS-LOR) maintenance of the strategy of prioritizing the sale of
2 ‘ZL 118 higher value-added resins, an even greater progress in
Wl 115 the recovery of the Company's prices was verified. The
8" e average unitary net revenue assessed in the domestic
T 100 - market in the 4Q06, in Reals, grew 6.7% as the one of
s ) the third quarter of this year, and was 11.5% higher
£ 83 than in the same period last year, as a result of the

-

" e T maintenance of prices in the levels reached at the end
4005 1006 2006 3006 4006

— PP Asla — 87541 - Nt Rewilon OM of third quarter. In case it is measured in dollars, the
v PP USA Export ==Europa Domestic rise was even greater, of 7.4% and 17.7% compared to

| ! 3Q08 and 4Q05, respectively.

Thelinternational market remaiped with a good demand this quarter, allowing the retreat of resin prices to be more
soft|{ than the reduction in thlelz raw materials cost. In the Asian market, for instance, the average price of
polypropylene this quarter, according to the ICIS-LOR, was about USD 1,250/, and the North American price for

exports in about USD 1,150{t,| showing a retreat of only 7% and 10% as regards the average practiced in the
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“-previous quaner while’ the reductlon ‘of naphtha in the perlod was of about 16%: ThlS way, the exports of Suzang =+ -

Petroqmmlca could benem from this good moment of market, with high international demand and the international
prices still at attractive Ie\laie!s
|

Net Revenues ||,

Net revenues accounted |in the fourth quarter totaled R$ 473.5 million, 6.7% lower than the in third quarter, an
effect of the 9.9% reductlon in the volume sold, partlally compensated by the 3.5% increase in the unitary net
revenue, an effect from the maintenance of the prices at the same levels than in the closure of 3Q06. Comparing
to the 4Q05, net revenues grew 15.5%, this time as a joint effect of the increase of 6.2% in the volume sold and of
8.7% in the unitary net|revenue When measured in Dollars, net revenues in 4Q06 fell 6.1% compared to 3Q06
and raised 21.8% as regards 4Q05.

R miltlon | Net revenues originated from sales to the

% domestic market in this quarter were R$ 383.5
] million, 6.3% lower than in 3Q06, as a result of
@ | fm the 12.1% reduction in the volume sold, in spite
) - of the 6.7% increase in the unitary net revenue.
Comparing with same period of 2005, net
. revenues in the domestic market were 14.2%
higher, mainly an effect of the 11.5% increase in
the unitary net revenue and further of the 2.4%
increase in the volume sold.
— . The export.s .
[| ' revenue this — 1
. & Domastic Sales e Exports quarter totaled R$ wax
™ 90.0 million, 8.7% I —
lower than the one reahzed last quarter, basically due to the-6.9% reduction in the

unitary net revenue between the periods, as a result of the slight reduction of
international prices of resrns which followed the retreat of the oil and naphtha
prices. Compared to 4005 exports revenue was 21.3% higher, as a result of the
20.3% increase in the volume sold. Unitary net revenue remained allgned in 4Q05
and 4Q06 due to the Real appreciation, which cifset the 6.4% raise in unitary net
revenue in Dollars. 5

2%
Ll —

In 2008, net revenues of the Company totaled R$ 1,826.8 million, 1.3% higher than .
the one realized in 2005 as a result of the 2.2% increase in the sales volume, in 2008 2008

spite of the 0.8% reductlon of the average unitary revenue, in Reals, between the » Domestic Salas mExports
periods. The average umtary revenue of 2006 was affected by the behavior of the - .y august, 2005, net ssies considersd the
local prices during the flrstlhalf which, as a result of the appreciation of the Real in  FPeompound businass

the period and the domestic demand below the expectatlons did not follow the growmg behavior of the resins
prices in the mternanonal‘market Starting from the 2" half of 2006, domestic prices presented a significant
recovery, surpassing the pruces in force in the same period of 2005, and allowing the profitability recovery of the
Company, even with an ’apprecmted Real in the period. If measured in Dollars, the net revenues of 2006 were
12.2% higher than in 2005I an effect mainly of the 9.8% increase in unitary net revenue, combined with the 2.2%
increase in the volume sold,
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Cost of Goods Sold (COGS)

The cost of goods sold |(COGS) in this quarter was R$ 382.8 million, 9.0% lower than the one realized last
quarter, as a result of the 9.9% decrease in the volume sold. Still, compared to 4Q05, COGS raised 9.5% due to
the 6.2% raise in the volume sold and the lower cost of propylene in this period.

Distribution of COGS in 4Q06

The unitary COGS this quarter was of R$ 2,836/, presenting an

increase of 1.0% as regards 3Q06, despite the 0.8% reduction in

propylene cost between the periods, and as a result of the lower

dilution of fixed costs, resulting from the reduction in the volume

sold and form non-recurring costs of stoppages at the plants. With

Others. 2.2% the reduction in the propylene cost this quarter, it represented
T 78.9% of our COGS, compared to 80.3% in the 3Q06.

As regards the 4Q05, the unitary COGS was 3.1% higher, as a
result of the rise in propylene cost. Unitary COGS assessed in
dollars was of USD 1,319/t this quarter, 1.6% higher than the in
3Q06 and 8.7% higher than in 4Q05, as an effect of the lower sales volume and the higher cost of propylene.

2006 COGS totaled R$ 1,567.5 million, aligned with the one recorded in 2005, because the effect of a greater
volume sold this year (2. 2%) was compensated by a 1.8% reduction in unitary COGS. The average acquisition
price of propylene in 2006 in Reals, remained equwalent to the price in 2005, an effect of the appreciation of the
Real in the period, which absorbed the impact, in Reals, of the increase in the cost of this raw materiat in Dollars.
When mentioned in Dollars the COGS and the unitary COGS increased 11.1% and 8.7%, respectively, as
regards 2005, respectlvely

H

Sales, General and Administrative Expenses (SG&A)

Propylene, 768.9%

Sales, general and admlnlstratlve expenses (SG&A) totaled R$ 48.0 million this quarter, 1.3% above 3QO06.
Expenses with sales were reduced in 11.9% between the periods, as an effect of the lower volume sold, while
administrative expenses rose 33.4%, mainly as an effect of the organizational restructuring performed by the
Company in 4Q086. Companng to same quarter of 2005, SG&A reduced 6.6%, thanks to the policy of freight

optimization and in spite, of the greater volume sold this quarter.

SG&A totaled, in 2006, R$ 188.3 million, 2.0% above the same period last year, as a result of the rise in general
and administrative expenses in spite of the reduction in sales expenses, reached even with a higher volume of
sales. If we consider the 2006 IPCA {(a Braziltan inflation index) released by IBGE, which pointed to an
accumulated inflation of '314% in the year, there was in fact a reduction in real terms in the Parent Company’'s
SG&A.

The 11.7% increase in general and administrative expenses in 2006 was a result of non recurring expenses
originated from consultancy costs of financial operations and sale of participations, besides the organizational
restructuring performed by the Company, in the amount of R$ 6.2 million. If we do not consider non- recurring
expenses, general and admmtstratwe expenses in 2006 remained in ling with those of 2005, also as an effect of
the strong program of expenses contention sponsored by the Company, which oftset a great part of the non-

L

recurring and contributed ;[o the productivity gain if we still consider inflation between periods.

EBITDA 1 | |

Continuing the movement|of recovery of margins verified in the third quarter of 2006, the maintenance of sales
prices of polypropylene in|!4Q06 and the strategy of focusing on products with higher value added, linked to a
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- scenario of falling propylene, made ‘possible an increase in’the operating cash generation — EBITDA of the + - *~

' Company, which reached R$ 65.2 million this
quarter, the best result of the year. The
EBITDA in the 4Q06 was 9.2% higher than in
3Q08, in spite of the lower volume sold, and
95.5% higher than the one assessed in 4Q05.
. The EBITDA per ton, of R$ 483, the highest
.......................................... @l since 4Qo4, was 21.1% and 84.1% higher
than those recorded in 3Q06 and 4Q05,
respectively, proving the strong profitability
recovery of the Company.

Ebitda {R$ million) and Ebitda Margin (%) — Parent Company Pro Forma

The EBITDA margin of the parent company
this quarter was 13.8%, 2.0 p.p. superior to the
margin achieved in the previous quarter and
5.7 p.p. above 4Q05.

2006 EBITDA totaled R$ 155 9 m:ll:on aligned with the one assessed in the same period of 2005, once the strong
recovery of cash generation‘in' the 2™ half of the year reduced the impact of the weak performance of the sector in
the tirst half of the year. The{EBITDA per ton, of R$ 280 in 2006 was slightly lower than the one of 2005, as a
consequence of the scenario of high raw material costs, combined with the appreciation of the Real and a

| ' ' Il
1004 2004 3G04 2G04 1QO5 2Q05 3Q05 4005 1Q06 2006 3G06 4Q06

sluggssh demand below the expectatlons dunng the first haif of this year. The EBITDA per ton of the second half
of the year, when the price recovery process in the domestic market was started, was of R$ 439, representing a
52.7% increase as regards 2005 EBITDA.

|

Financial Result and Debt|

In the fourth quarter of 2006 J|the second and fast disbursement by IFC, in the amount of USD 40 million, was
made Furthermore, the last standby facility was contracted with Safra bank in the amount of USD 25 million,
completlng thus the contractlng of a total of USD 120 million (together with Bradesco and Santander fagcilities).
Such pre-approved facilities have the purpose to allow the Company to face any cash needs for a three-year
term.

On|December 31, 20086, Suzano Petroquimica’s Gross indebtedness {considering principal and interest) totaled
R$ 1,240.4 million, compared to R$ 1,210.1 million in September 30, 2006. The debt remains concentrated on the
Iong term, with a total of 86. 8% of its maturity dates. The Company reduced its net indebtedness in 6.7%, to R$
900 2 million on Dec 31, 20086, as a result of the increase in the cash generation in the period, which reduced the
need of working capital, desplt[e the continuity of the investments for expansion of production capacity.

Exposure of the Gross Dth

per currency (%) } Exposure per term (%) Exposure per index (%}

A JimERES ]

4Q05 1006 4006 4005 3q06 4Q06
@CDI mLibor @Fixed (USSmTJLP

Short Term mLong Term

R

The parent company’s financial result in 4Q06 was a net expense of R$ 17.7 million. The largest financial
expense this quarter regarded the payment of interest and adjustment for inflation of the contracted debt,

L i Page 10 of 24
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Financial Result |

’ parttélly cohpenéatéa by the’ entry ‘of Petroflex's interests on ‘equity; in the amount of R$ 2 0 mtll:on and by R$
. 2.2 million in financial mlvestments revenues, according to the following table.

(R$ million) 2005
Finaricial Expense - - " . -(72.0) "1
Interests (Advances 'on Ex. Cont ! Loans) {26.9) (27.7) (40.4) (1116 11 -8) (50.4)
Monetary Variation (0.1) 0.2) - (1.3} -
Forex Variation . 10.8 (0.8} (21.4) 59.8 (15.0)
Banks/ CPMF levy / IOF tax (4.9) (5.3) (3.4) (19.9) (6.4)
Others @0 (o 5) (o 1) (8.4) (0.2)
Financial lncomeT R B PAX 27 5 24 - 230 " 60 )
Interests i 0.3 0.7 . 3.1 -
Monetary Variation’ 0.1 - - 01 -
Forex Variation | . . . - -
Others ! 57 2.0 2.4 19.8 6.0
Net.Financial Result i, . <. .o %0 as G (17.7).% (318)is .- 2(62.9), F . (58.7).. (66:0). 7%}
b
' Debt Amentization Schedule (US$ million}

According to the debt amortization schedule, on December 31,
2006, the average term of maturity was 5.17 years. The average
cost of the debt, in the fourth quarter of 2006, was USD + 6.75%,

aligned with the cost measured in 3Q06. |
' 72
' 46
: ‘ 21
: - Net Debt / EBITDA H | | I m

007 2008 2009 2010 2011 2012 2003 2014 2018 2018 2017

The pro forma Net Debt

/(EBITDA + dividends) ratic of the parent company, considering the
cash received from Politeno's sale, and the value of our the shares to
be sold, fell 1.3 p.p. in 4Q06, going from 6.76 on Sept 30, 2006 to 5.49
at the closure of the year, keeping the aimed reduction of the
leveraging of the Company, as a result of the substantial improvement
in the cash generation in the 2™ semester, in spite of the small
— increase in the parent company’s net indebtedness. The financial
06.30.06 ®x08 . , i| 12108 leveraging of the Company shall’ continue to fall throughout 2007, by
means of the maintenance of good levels of EBITDA generation.

Net Profit I, ‘ f|
| ‘ ‘
The Company's strong recoivery of results occurred in 2H06 allowed a R$ 29.1 million net profit in the period,
enough to offset the R$ 29. 1\ miliion net loss of the 1H06. As a result, the Company registered a net profit of R$
16.7 thousand this year, desplte the financial expenses, of R$ 58.6 million, the recurrrng goodwill amortization, in
the amount of R 57.3 mlllxon and further from the consaclidation of our share in F{lopol s result, with a negative
impact of R$ 30.8 million. T|he accounting of the amount expected from the 2™ installiment from the sale of
Politeno, reflected in the equ ty from aftiliales account, positively contributed for the Company’s result with a net
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‘amount of Fl$ 64.4 million: The result from the participation of’ Suzano Petroqurmlca in Polrteno during 1006 was

reallocated in the pro forma financial statements 10 the mingrity participation line.

1

Investments . ii ! ‘ r‘ l
Ca|pex : The Company's investments totaled R$ 61.2 million in 2006,
i from which 70.7% were destined to the projects of production
RS millo capacity expansion of polypropylene, and the remaining 1o the
“Em;‘lon maintenance of production equipment and other investments,

according to accrual basis

= Maintenance

The Company is undergoing a process to increase the
production capacity of its Maua and Duque de Caxias units, and
is also investing in the construction of a sea terminal to receive
propylene in Duque de Caxias.

10.0

The beginning of operations of the new capacities is scheduled
as follows: (1) construction of a sea terminal in Duque de Caxias
to receive propylene for the Duque unit, which should be
completed in 3Q07; {2) expansion of the preduction capacity of
2006 3006 4Q0¢  polypropylene of the Dugue unit in 100 thousand tons/year in
4Q07; (3) second stage of enlargement of the production
capacity of polypropylene of the Maua unit, which will add another 90 thousand tons/year, foreseen to 2Q08.

The projects are within the estlmate term, and the agreements
for purchase of crucial equrpment for the two expansions have
been already signed. However according to the cash criteria,
the disbursement schedule suffered a slight modification, once
the [disbursement occurred untrl 20086, of US$ 31.2 million, was
a bit lower than the initial estlmate of USD 34.3 million.

;1005 2Q05 3Q05 4005 1Q06

' Raal unt.
US$ million .| 2006 2007 2008
Capex Projects
Sea Terminal
Expansions

The estimated total amount for the prorects of expansion of capacity and the construction of the sea terminal,
mcludrng the already carried gut expansion of the Maua unit, is of USD 126.9 miflion, and the disbursement shall
be done as the chart below. The projects above mentioned count with defined resources, and are being financed
by the international Finance Corporatron-IFC and also by BNDES.

CapltaI Markets

]
The average daily fmancral Lclume of Suzano Petroguimica's preferred Average Dally Volume SZPQ
shares {SZPQ4) negotiated at Bovespa (the S&o Paulo Stock Exchange) this {R$ 000/day} :
quarter increased 61% as regards the 3Q06, to R$ 1.4 million, as a result of .
the 16.3% valuation of the share combined with a greater demand. In 20086, ' i
the 'average volume negotrated was of R$1.7 million a day, 40% lower than 3242
2005 average, as a consequence of the weak performance of the sector at
the [start of the year, reflectéd in the share price. In 2006, |Ibovespa had a

1,753
darly average of R$ 2.0 brllron'l 49% higher than the daily volume negotiated
in 2008, proving the strengthenrng of the Brazilian capital markets. 808
Suzano Petroquimica's preferred share negotiated in the Stock Exchange
closed 2006 priced at R$ 3. 92/share with a devaluation of 17.6% as regards Q05 2006 2006

the'closure of 2005, showmg a recovery path in the 2H06, when it
appreciated 16.3%. The peﬁormance of the average index of the

i
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in the same period. |

t
{
|
! SZPQ4 Performance x Ibovespa
l Basis: Jan 2004 = 100
3507 , g
3001 F
250+ | :
3 200
200+ . ¥
100 - l i W 103
501 : ; :
L 1Q04 2Qo4 3Qo4| |TQ04§ 1Q05 2Q05 3Q05 4Q05: 1Q06 2Q06 3Q06  4Q06
—Suzano! I‘-l‘etroquimlca =~ Ibov = Petrochemical Sector
NI ‘l“' ‘ ' ) N f )
Information ontheShare | Dec31,2006
IBtal!ﬁurr‘ib*é“r'BTf;s’h"é‘;%”s” RS B, ity R R i
Common___ i | 97,375,446 (43.1%)
Preferred ! |l __ 129,319,934 (56.9%)
Market Valte. 5= S AdlE - e g U i PR ot A S |
R$ million | |l , 888.6
USD million || . 4156
Dailyfaveragénegotiated volime et 2006 (RS Mo i kb e ah e I 7 e

I

N
Perspectives for the polypropylene business |

After an year in which the oil,|important variable to determine prices of petrochemical raw materials, presented
strohg oscillation in its prices, :varying between USD 60-75 per barrel and up to USD 78 in August, we started
2007 with a favorable expectétlion for its prices, which must be around USD 50-60 per barrel throughout 2007, as
-a result of the world inventories|of oi! and the new production capacities.

This expectation of oil prices in|a lower level helps to keep the prices of petrochemical raw materials in an inferior
average level than the one fv{e;ified in 2006, what does not mean that resins sale prices will follow a similar
behavior. The variation of re'sins future prices is more subject to the relation between supply and demand for
products than to an analysis fsti'ictly aimed at the behavior of raw material prices. in fact, the price levels we are
observing nowadays reflect thfé partial recovery of an increase in the costs of raw malerials which took place
before, but which, as a result :of the market situation, had not yet been transferred to sales prices.

As regards the thermoplastic resins market, the main international drivers of demand, United States, india and

Asial continue to present strong growth rates in their economies, as well as in resins consumption. The world

|
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* demand-is- heated‘this -begmmng of‘the'year,
during 2007, in line with the Ie
The set of factors descnbed above should contribute to a positive year for the petrochemical mdustry, with the
expanswn of the domestlc ldemand and the maintenance of a positive international scenaric. Suzano
Petroqmmlca in particular, may benefit from the increase in internal consumption cf polypropylene, with its
enlarged production capaCIty. and may also count with a scenario of more atiractive margins, with the
mamtenance of the resins pnces and a more favorable scenario of raw material costs.

nd for‘thatreason-it-is-expected-that the resins prices continue
vels reached at the end of 2006.

Socral and EnwronmentallResponsnblllty for Sustainable Development
Soé:ial Actions:

The investments in corporateprojects carried out by the Company in 2006 totaled R$ 1.5 million, attending 259
thousand people. l ‘

As (a acknowledgement for the work developed with Cooperativa de Materiais e Reciclaveis de Camagari
(Coopmarc -a coomaratwehfor recycling), in the State of Bahia, we won the 5th Marketing Best Social
Responsnbuhty Prize with the! iprogram “Environment Partners”, which encompasses actions for the improvement of
work conditions, training to cooperates and improvement in the income generation. With the implementation of the
Enwronment Partners Program" the cooperates were trained and today they have better income, improving
about 60% their sales, be3|des applying more efficiently the practices of environmental management and safety in
the|work environment. ‘ H

In 2006 the Plastivida — an mmatwe that we support and that aims to give incentive to the reuse and recycling of
plasncs besides supporting enwronmental education programs related to selective waste collection and recycling
- promoted a partnership wuth Association ReciclLazaro, with the objective to increase the selective waste
collectlon and plastic recycllng in the West Zone of the city of Sdc Paulo, to give instruction to teachers and
students of fundamental schiools on the importance of selective waste collection and plastic recycling, to spread
the||mportance of environmental preservation and to promote the reintegration of the socially-excluded people
into society. ‘

ThIS year, we supplied about 50 tons of polypropylene to AACD (Assistance to Disabled Children Association),
whlch develops works aiming lto socially rehabilitate and include disabled children, teenagers and adults. This
partnersmp exists since 1994 and the polypropylene supplied is used to manufaciure orthopedic devices,
prostheses, corsets and any kind of accessories intended to physically disabled people.

I
Health, Safety and Enwronm‘lantal Control Highlights:

+
l

In 2006 we invested R$ 4.1 mllllon in projects in the areas of health, safety and environment, R$ 2.2 million of
whlch in the Dugue de Camas unit, R$ 1.1 million in the Maua unit and R$ 825 thousand in the Camagari unit.
Some of the main mvestments were carried out in:

I
Improvement in the effluent ﬁreatment system,
|
Fire-fighting system, advances on process safety, implementation of our own System of Equipment Inspection
and|acquisition ergonomic furn ture 1o all employees.

This year, we fulfilled the comphance to the environmental directives by the World Bank in all plants, completed
10 year free of accidents with Ieave in the Duque de Caxias Unit and performed simulated emergency exercises
in all plants to the better tralnlng of the emergency attention teams.
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SUZANO PETROQUIMICA CONSOLIDATED

[I]

Summary of the Pro Forma Consolidated Result
| il

Summary N A% A% i A%

N

(R$ miliin) & ; 4Q06 4Q05 4Q06/4Q05: 3Q06  4Q06/3Q06 2006 005 __2006/2005
Net Revenues *o: = o © 6226 . 4766 .- 306 -+ 695.7 '~ {105) . 12,3857 2,111:3" .~ 43,0

Gross Profit 1206 69.1 74.5 106.0 13.7 317.9 2991 6.3

S A

Gross: Margin, = i

i 19.4% 5U45% 4.3 0. 15:2%  42pp. . 13.3% 142% " _<0.9pp. "

EBITDA ; |90 1 37.3 141.8 73.1 231 193.3 189.8 1.8

— 1

_ A% A% N A%
Production (0001 ____4Q06__4Q05_4Q06/4G05 3006 40063006 2006 2005 200612005

EBITDA Margin.. % % ... 1.14.5% = 7.8%.- J6.7pp.° 1:10.5% 4:0pp:. - 8.1% "  9.0%. 3-0.9pp. -

1- Considers only the productron of the’ pre operatlng phase The productron dunng 1006 relers to the pre operatmg slage 'staned in
November 2005 Tlnd ended on March 31. 2006

A%

Riopoft 22"~ - . 7O 10840 (92).. 2037, <351 . i

12006 2005 200612005

OM " ||47.5 4.6 - 65.9 (27.9) 179.2 327 -
EM - |l47.2 2.4 - 38.5 228 114.5 24 -
Patroflex:, -1, T o 839 -7 818 - 255 7+ 902 - - A7.0).. 3387 3222 - 61 .
DM’ lse2 487 15.4 57.6 (2.4) 2186 203.8 7.3
EM 27.7 3341 (16.4) 326 (15.2) 1201 118.4 15

1 — Up to the 1Q06 regarding the pre-operating stage.

2 = Sales until March, 2006 rellect the pre-marketing activity (do not include sales of own-production resin), or pre-gperating stage
production which was not taken into the result. From January to March, 2008, 40.5 tons of polyethylene were sold, referring to
Riopol's pre-operating phase' Sales occurred from April 2006 on were totally of resins produced by Riopol, during its operating
stage.

Riopol

The polyethylene domestic demand this quarter retreated 13.8% comparing to 3™ quarter, a period which
normally is heater as a resu[t of the sales for end of the year and vacations period. The internal consumption in
2006 on its turn, was 8.1% hrgher than in 2005, a volume captured by local producers, since imports remained
stable as regards 2005. The i mcrease in the polyethylene supply in the domestic market, with the entry of Riopol,
is berng accommodated by the local market growth, and also by the increase in polyethylene exports, both
Riopol's and the other domestlc producers’. The volume exported by national producers of that resin grew 39.4%
in 2I006 as regards 2005, bene{rtrng from the good moment in the international market.

Dunng the fourth quarter of 2006 Riopol kept the plant operation level verified during the third quarter, operating
in average at 81.4% of its productlon capacity. The volume produced in the period was of 109.2 thousand tons,
totaltng 385.7 thousand tons |n the year, 67.7 thousand tons of which were produced in the pre-operating period,
when the constructor was periormrng tests in the equrpment The expectation is that Riopol continue to evolve
durrng 2007 in the increase of its operating rate, going trough the learning curve of units of such complexity and
size. '
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:The sales of Rlopol thls quarter were rmpacted by the seasonal dece!eratlon This way,rtotal' sales volume was *

9. 2% lower than in 3Q086, in- splte of the increase of 22.8% in exports, since the readjustment of prices movement
and recovery of profitability of Riopol limited its domestic sales. From the volume sold in 4Q06, 50.1% was
allocated in the domestic market and the remaining exported. The exports of polyethylene were higher than the
contractual commitment to export as a way to take advantage from the good moment in the international market
and to reduce the rnventones!!evel In 2006, the total volume sold by Riopol in its operating period, was of 293.7
thousand tons, of which 61%|was allocated in the domestic market and the remaining exported. Furthermore,
Ftlopol sold 40.5 thousand tons of polyethylene in 1Q06, a volume not accounted as result.

Fhopol s result in 1Q06 was at’:counted in the deferred asset of the company, not generating result in that quarter,
as the company was in pre~0perat|ng phase yet. Only as of 2Q06 the results have been entered into the books in
the| Company's results and consolidated results, proportionally to our share. Riopol's result that had been
accounted until 2005 referred|to pre-marketing activities, that were completed last year, and are not, therefore,
comparable 1o resulls obtained in 2006.

Petroflex

Petroflexs elastomers produc'tlon in the 4Q06 was of 86.2 thousand tons, a volume 5.4% higher than the one
produced in the same quarter of 2005 and aligned with 3Q06. The average operating rate of the plant was 83.9%
thls quarter, keeplng the volume produced compatible with the local demand and the production planning, aiming
at a richer mix, with products of performance and special elastomers. The 2006 production totaled 337.0 thousand
tons. representing an average operating rate of 82.0% this year. During the year, Petroflex’'s total production
capacrty was expanded form 410 to 422 thousand tons of elastomers a year.

The volume sold this quarter was of 83.9 thousand tons, 2.5% higher than in the same period of 2005 but 7.0%
Iower than the one achiaved |n 3Q08, an effect of the lower seasonal demand of the fourth quarter, when some
clrents even stopped their productron This year, the volume sold by Petroflex reached 338.7 thousand tons, 5.1%
hrgher than in 2005, hrghlrghttng the increase in domestic sales, of 7.3% in this same period. Petrofiex's domestic
market share in 2006 was of. 68% of the elastomers market.

Net Revenues

The consolidated net revenues in this quarter was R$ 622.6 million, 30.6% above the one recorded in the same
penod of 2005, primarily because of the consolidation of Riopol's net revenue, that responded in this quarter for
16.8% of the consolidated nét|revenue. However, the net income was 10.5% lower than in the 3Q06, an effect of
the [Iower volume sold by ther[compames after the seasonal increase in sales during the third quarter and the
adjustments in the elimination of intercompanies sales in the consolidated result, with an impact of R$ 34.4 million
in 4Q06. In 2006, the consolrdated net revenues totaled R$ 2,385.7 million, 13.0% higher than in 2005, once
again for the consolidation of Ftlopol s results, as of 2Q06. In 2005, Riopol only carried out pre-marketing sales.

I

Net Revenues . #
i 4Q06 4Q05

13006 l 2006

A (%) 2005 A (%)
Suzano Petroquimica f
Parent Company 473.5 410.0 15.5 507.7 (6.7) 1.826.8 1.802.5 1.3

y IR 2-1t1o.1' (7)o i 114.67% -(379) ..";:319.3 3255 T e T

Petroflex’ 734 65.0 12.9 73. 5 (0 1) 273.9 276 3 (0 8)
Eliminations® '»™ | /(344) 7% . . = 000 g (sad) o e don.
Suzano PetrquImlca |
Consolidated® 622.6_476.7 30.6 695.7 (10.5) |2.385.7 2.111.3 13.0

This way, Riopol's data is not cor

F

1 - Participation of Suzano Pelroquimica of 33.33% in Riopol and 20.12% in Petrollex
2 — Pro lorma conschdation, cen5|dermg for all mentioned periods a participation of 100% in Polibrasil, consolidated with parlicipations in
Petroflex and Riopol. It does not consider the participation held in Politeno in the periods previous 1o its sale, which took place on Apr 04, 2006.

3 - The net income in 4Q05 end in 2005 reffacts only Riopol's pre-marketing activities (does rot include sales of resin of its own production).
npatible with the realizations as of April 2006,
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'4 When eonsolldanng a Balance,- sales and cos1s among oornpanres must be ellmlnated In'the' 4Q06, it was done ihe fu1| adjustment oi
operations batweaen Suzano Petroquimica and Riopol during 2006 and referring 1o the supply of polypropylene. As from 1Q07, the elimination of
operations inter compame; will ba normally done aach quarter.

Riopol: net rever ues this quarter were R$ 330.2 million, representing a reduction of 3.9% compared to
the net revenues 'of 3Q06, due to the 9.2% lower volume sold, which was partially compensated by the
increase of 50%| in the polyethylene unitary net revenue between the periods. From the total net
revenues, 88°/mcome from polyethylene sales and the remaining from by-products sales {propylene,
hydrogen and pyrolysas gasoline}.

in 2008, Fhopols net revenue, corresponding to its operating period started in April, was of R$ 958.0
million, result not comparable to revenues eamed in 2005, as in the past it came from the pre-marketing
phase, and the volume placed was very inferior to the one currently sold by the company.

Riopol responded|this quarter for 16.8% of the consolidated net revenues, and for 13.2% of net revenues
in 2006. It is important to point out that Riopol only contributed for the consolidated result as of April.

* Petroflex: net revenues of Petroflex were RS 365.0 million in the 4Q06, aligned with the one of 3Q06, as
the reduction of, 7 0% in the volume sold was offset by the movement of increase of elastomers prices,
which caused an mcrease of 7.4% in the unitary net revenue. As regards the same period of 2005, net
revenues grew 12/9%, a joint effect of the 2.5% increase in the volume sold and of 7.7% in the unitary net
revenue. ‘

In 20086, net revenues totaled R$ 1,361.5 million, 0.8% lower than in 2005, resu!trng from the reduction of
6.0% in the umtary net revenue, as a function of the fall in the natural rubber prices in the international
market, partially compensated by the 5.1% increase in the volume sold.

'
Petroflex responded this quarter for 11.2% of the consoclidated net revenue, and for 11.3% of the
consolidated net revenue in 2006,

Cost of Products Sold |

|The consolidated cost or products sold (COGS) this quarter was R$ 502.0 million, 14.9% lower than the one

recorded in the 3Q086, as 'a result of the reduction in the volume sold, also because of the adjustment in the
ehmrnatlon of inter compames sales in the consolidate result, with a R$ 34.4 million in 4Q06. As regards the
4005 the consolidated COGS was 31.6% higher, derived mainly from the consolidation of cost of products sold
by Riopol, which had been deferred in 4Q05. The accumulated COGS in 2006 was of R$ 2,102.2 million, 16%
hrgher than the one reahzed in 2005, once again as a result of the recording ot Ricpol's COGS as of April 2006
‘and also of the increase of‘ Petroflex's COGS.

Cost of Goods Sold (CCG’;SS .
| . lacos 4qos

A (%)

RS million A(%) | | 3q0s B 2006 2005 A(%). |
uzano Petroquimica |, ' ‘

Controlling Company | 382.8 349.6 9.5 420.6 (9.0} 1,567.5 1,561.5 0.4
Riopol' ™ > >~ " 7789108 i . | 1056 5(156). | .293.2. . 314 . T

}Petroflex JIl 645 57.7 11.8 63.5 1.5 241.5 219.1 0.2

Eliminations* Nl (34.4) - - - - (34.4) - -
uzano Petroqurmica

Consolidated® 502.0 407.6 23.2 589.7 (14.9) 2,067.8 18121 14.0

1 - Participation of Suzano Petroquimica of 33.33% in Riopol and 20.12% in Petroflex

2 — Pro forma oonsolsdatlcn considaring lor all mentioned periods a participation of 100% in Polibrasil, consolidated with parlicipations in
Petroflax and Riopol. It does not consider the participation held in Politenc in the peniods previous 10 its sale which took place on Apr 04, 2006.

3 - The CPV in the 4Q05 and in 2005 rellects anly the pre- rnarketrng activily (purchase of resin for resale}. Therefora, the data is not gomparable
to the one realized as of Apnl 2006.
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"4 —'When ‘consolidating'a Balance, sales ‘and costs among companies must be" efiminatad: In the 4Q06, it wais-dons the full adjustment o +

operalions betwaen Suzano Petroquimica and Riopal during 2006 and referring to the supply of polypropylene. As from 1Q07, the etimination of
operations inter companies will be normally done each quarier,

¥

* Riopol: the COGS this quarter was of R$ 267.4 million, 15.6% below the one realized in the 3Q06, as a
joint effect of the reductlon of 9.2% in the volume sold and aiso of 7.0% in the unitary COGS. From the
COGS, 81% were variable production costs {raw material, catalysst, utilities, etc.), 12%
deprecratron/amortlzatron and 7% fixed costs. The reduction in the COGS per ton this quarter was a
consequence of the higher operating efficiency of the plant, which has been improving specific
consumptron mdexes of inputs, through a better utilization of raw material and also from the movement
of retreat in the Mont Belvieu ethane and propane prices, which are a reference to Riopol's raw

materials costs. }

Evn;uunn of Mont Batvigu The average prices of ethane and propane Mont
Ethane and Propane prices Belvieu®, which serve as basis for the formula of
. price formation of the main raw materials of
g , w1 Riopol, were reduced 18% and 14%,
o respectively, in the average between 4Q06 and

2 127 3Q06, according to the chart aside.
B L Petroflex: the COGS of Petroflex this quarier
o & . $ o & & P was of R$ 320.6 million, 11.8% higher than the
6‘9 Ry ‘@d’ s“d’ ﬁq ;@5» & ‘}s\ﬁo s\’*&g& ‘;n“b one recorded in the same period last year, as a
result of the increase of 9.1% in the unitary
) —Ethane  ——Fropane COGS and also of the 2.5% higher volume sold.
source: Bommberg | As regards the 3Q06, the COGS was 1.5%

higher, also as a resdlt of a unitary COGS 9.2% higher, partially compensated by the sales volume, 7.0%
lower. This year, the COGS of Petroflex, of R$ 1,200.0 was 10.2% above the recorded in 2005, a joint effect
of the increase of 5. 1% in the volume sold and of 4.8% in the unitary COGS. The butadiene, one of the
main raw materials foﬁ elastomers production, and which represents about 55% of Petroflex’s variable
production costs, rose 8.8% this year, pressed by the tight supply and demand balance of this input
worldwide.

Sales, General and Administrative Expenses (S5G&A)

The consolidated sales, general and administrative expenses (SG&A) totaled R$ 65.8 million this quarter, aligned
wrth the ones recorded in the 3Q06, and 12.3% higher comparing to the 4Q05, mainly as a result from the
expenses arising from the Fhopol s operation, which were not accounted in 2005, In 2006, the SG&A totaled RS
249.7 million, 16.5% above the one recorded in 2005, once again as a result primarily from the consolidation of
expenses of Riopol, which were not significant in 2005, arising only from the pre-marketing operation.

Riopol: the SG&A of the company in the 4Q06 was R$ 38.1 million, aligned with the one realized in the

- 3Q06, as a result of the raise in sales expenses resulting from the higher volume exported offset by the
9.2% reduction in the volume sold and by the reduction in the cost of third parties services. From the
SG&A, 75% were sales expenses and 25% general and administrative expenses. In 2006, from April to
December, SG&A totaled R$ 113.1 million, 69% of which referring to sales expenses and 31% to general
and administrative expenses Said results are not comparable with the results obtained in 2005, in which
only the expenses wrth sales related to the pre-marketing activity of the company were recorded.

Petroflex: Petroflex's SG&A reached R$ 29.9 million this quarter, allgned with 3Q06, and were 20.9%
higher than in 4Q05/ for the greater volume sold and the increase in the general and administrative
expenses. In 2006 there was a reduction of 7.5% in the SG&A as regards 2005, totaling R$ 105.8 million
this year, due to the optimization of freight expenses, which was partially neutralizes by the raise in
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general and admt
expenses.

The EBITDA in the 4Q06 continued to increase, growing EITDA (RS mitonh @ EBITDA Masgin %) - Consoliated Fro Farma

23.1% as regards the 3Q06, up to R$ 90.1 million this 12.5% 14.5%
Quarter. As regards the EBTDA in the 4Q05, the growth : i
jwas of 141.8%. The growth of the EBITDA was a result
of two main reasons: the consglidation of Riopol's
EBITDA and the mcrease in the parent company’s
EBJTDA The EBITDA margm was of 14.5% this quarter,
advancmg 4.0 p.p. as regards last quarter and 6.7 p.p.
Icompanng to the 4Q05. Satd marging recovery occurred
malnly because of the movement of prices recovery,
whtch took place in the 3006 and kept during the 4Q08,
both in the parent company and Riapol, increasing the
profitability of the two compantes It is worth mentioning 008 2005 3008 4005 oS 2005 3005 4008
that EBITDA Margin is lmpacted by the adjustment in

consolldated net revenues in 4Q, because of the elimination of the transactions between companies occurred
dunng 2008, but concentrated in the last quarter. Distributing the effect of such transactions along the year,
EBITDA Margin in 4Q06 woutd be 13.9% in 4Q06.

In 20086, the consolidated EBITDA reached R$ 193.3 million, 1.8% above 2005, once again as an effect of the
consoltdatton of the operattng result of Rtopol with a positive contribution starting from the 3Q086, which more
than compensated the reductlon of 47.7% in the EBITDA of Petroflex. The consolidated EBITDA margin in 2006
was of 8.1%, 0.9 p.p. Iower than the margln realized in 2005, as a result of the small retreat of 0.2 p.p. in the
parent company's margin and of 6.8 p.p. in Petroflex’s margin. The consclidation of the positive result related to
the Riopol's activity generated a positive EBITDA of R$ 19.7 million in the consolidated cash generation of 2006.

EBITDA | .
R$ million ‘ i laqos aaos A(%) | | 3Q06

A (%) 2005 A (%)
Suzano Petroquimica | |
Controlling Company | 65.2 333 95 5 59.7 9.2 155.9 156.5 {0.3)
Riopol! 3" e 190, 0.3 e L OIEY 76 15008 197 (19
Petroflex’ 50 67 (26.6) 6.3 (21 0) 19.9 38.1 (47 7)
Other expenses BN ; : e ' A ! FR B CETL R
consolidated® . « ¥ “a. 1) " (0.5) . 5 A (23 (2 gy v L
Suzano Petroqmmlca L
Consolidated? 901 37.2 141.8 73.1 23.1 193.3 189.8 1.8

1 - Parlicipation of Suzano Pelroquimica of 33.33% in Riopal and 20.12% in Petroflax

2 ~ Pro forma consolidation, oon5|denng for all mentioned periods a participation of 100% in Polibrasil, consefidatzd with participations in Pelroflex
and Ricpol. It does not oonstder the participation held in Politeno in the periods previous 1o its sale which took placo on Apr 04, 2006.

3~The CPV in tha 3Q05 and i |r| the 9MOS reflects only the pre-marketing activity (does not include sales of rasins of own production). This way, the
data comparable to the one realizad as of April 2006.

4 —It reflects the consolldated operating expenses of SPQ Investimenios e Participagdes Ltda., of Suzanopar Petroquimica Lida. and of
Polipropileno Participagdes up to September 30, 2006.

Note: consolidated Ebitda figures presented for 1Q05, 2Q05 and 3Q05 had a minor accounting mistake,
and therefore were corrected in the chart above and also in the complete 2005 value, presenied In the

table above, in order to guarantee a better comparison of resuits and help In the profections for future
performance.
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" 'Riopot: the EBITDA generated in the:4Q06 was of R$ 57.0 million, presenting‘an‘increase of150.8% as ™ " *
regards the result of the 3Q06, as a function mainly of the effect of the readjustment of prices
implemented during the 3Q06 and fully captured in the 4Q06, and from the continued process of increase
of the operating eff|0|ency of the plant and the retreat in the raw materials costs. With the positive
generatlon of EBITDA‘ as of 3Q06, the accumulated EBITDA in 2006 totaled R$ 59.0 million. The EBITDA
margin in the 4Q06 was of 17.3% and 6.2% in 2006.

* Petroflex: the EBITDA of Petroflex this quarter, of R$ 24.7 million, was 21.6% higher than the one
realized in the 4Q05, as a result of the increase in SG&A and unitary COGS that followed the effect of the
raise in the volume sold and the unitary net revenue. As regards 3Q06, EBITDA fell 21.0%, as a result of
the reduction of 10. 4% in the gross profit. The EBITDA of 2006 totaled R$ 99.1 million, 47.7% lower than
the one realized in 2005 because of the pressure of costs of the main raw materials and a price scenario
not very favorable durlng the year. The EBITDA margin of the company was of 6.8% in 4Q06 and 7.3% in
2006.

Financial Result and Inﬁ:éb:tedness

5

The Company presented, in the 4Q086, a consolidated net financial expense in the amount of R$ 25.9 million,
|mpacted preponderantly by ,the R$ 17.7 million negative financial result of the parent company and by the
negatlve R$ 7.6 million |mpact of the consolidation of the Riopol's net financial expense, both as a result of
mterests in spite of the posilive effect of the 1.7% appreciation of the Real on the inventory of indebtedness
denominated in Dollars,

The consolidated gross mdebtedness of the Company (considering principal and interests) on Dec 31, 2006 was
R$|1 934:1 million, 2.3% hlgher than the position on Sept 30, 2006. The net indebtedness, however, was 2.4%
lower, totaling R$ 1,561.9 mlrhon this quarter, as a result of the increase in the cash resulting from better
operatlng results of the parent| company and Riopol.

Net Indebtedness / EBITDA }

mm;ggn[m Considering the pro forma Consolidated Financial Statements,
Consolidated Pro Forma there was a strong leveraging reduction, with the Net
Indebtedness/EBITDA ratio presenting a fall of 3.59 p.p., from
‘ 11.39 on Sep 30, 2006, to 8.08 at the year's closing. Such a
’ reduction results from an increase in the accumulated pro forma

\ consolidated EBITDA in the last 12 months, because of the
strong growth in the EBITDA of the parent company, 95.5%

, 8.08 higher than in 4Q05 and also for the positive contribution of the
consolidation of Riopol's EBITDA, positive as of 3Q06, totaling

1319

R$ 19.7 million in the year, while all the contribution of its debt
had already been consolidated. This process of leveraging
reduction shall continue in the next quarters, with the
fmprovement in the results of the parent company and the

progress of Riopol's operations. It is important to stress that the

. 12.31.06 indebtedness both of the parent company and Riopol are
' i concentrated on the long term, and there is no risk of rolling-over
or fulfilment of the financial commltments which are comfortably scheduled for the next years, despite the still
hlgh Net Indebtedness / EBITDA ratio.

Net Profit / Loss of the Exercise

09.30.06

The Company’s strong recovery of results occurred in 2H06 allowed a R$ 29.1 million net profit in the period,
enough to offset the R$ 29.1 ‘million net loss of the 1HO6. As a result, the Company registered a net profit of R$
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16 7-thousand'this year, desplt the financial ‘expenses; of H$ 58.6 million, the
the amount of R$ 57.3 millioh and further from the consolidation of our share in Riopol's result, with a negatwe
lmpact of R$ 30.8 million.: The accounting of the amount expected from the 2nd installment from the sale of
Pollteno reflected in the eqmty from alffiliates account, positively contributed for the Company's result with a net
amount of R 64.4 million. The result from the participation of Suzano Petroquimica in Politeno during 1Q06, was
reallocated in the pro forma financial statements to the minority pamcnpatlon line.

Annexes

1.|Balance Sheets — Parent Company and Consolidated
2. Statement of Income — Parent Company and Consolidated
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nnex 1 - Balance Set_ .

||
Balance Sheet
R$ 000

Suzano Petroquimica - Parent Company

31 n 2!2005

Cash and cash equivalents
Olher‘current assets

Long -term assets

Cther permanent assets

Balance Sheet
ns 000

Property. plamand equ:pment

31/12/2006
. Dro forma
169.592 ' 218.274
422,719 408.009
198.892 122.869
1.179.414 1.213.889
465.164 473.718 |

i 2.:435.781

127.641 130.837
) 163.460 487.701
Othershort-term fiabilities 58.497 101.736
Long'term loans 1.076.925 687.895
Other long-term liabilities 21.417 37.170
Fulure Pericds Resulls 21.271 24.866
M|n0rity interest
Shareholders’ equity 966. 570 966.554
'M"436~759}I

o L
Suzano Petroquimica - Consolidated

31/12/2005
nro fprma

311212006

Cash Iand cash equivalents
Other;currem assets
Long Ferm assets

Other‘ permanent assets
Property, plant and equnpment

Suppliers

Short'term loans
Otheqshort-terrn liabilities
Long-term loans

Other long-term liabilities
Future Periods Results
Mlnorlly interest
Shareholders’ equity

To——

TotaliLiabilities

393.335
697.103 539.229
296.570 175.818
631.678 880.388

1.356.765 1.396.690

H3575%5 :

197.620 -
256.517 567.949
94.836 137.740
1.677.631 1.209.473

143.413 115.502
38.864 45318

0 1.472

966.570 966.554
3.375.451 ) 3.237.966
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nex 2 -

Income Statement - Parent Compan

Suzano Petroquimica - Parent Company

Income Statement!

R$ thousand

*) ex Politeno

Gross Revenues
Gross Revenues Deducuons

Net Hevenues oalom

4005 ¢} pro

2.375.750

48.93 {559.331 -2%
1 .626.01.1 K 1.802.54a 1%

(548.936)

2.361.875

1%

Cost of Goods Sold ! {382.792) {349.554) 10% {1.567.509) (1.561.537) 0%
Gross Income \ 80,683 60.440 50% 259.305 241,007 B%)
Gross Mamgin l 19.2% 14,7% 14,2% 13,4%

Salling Expanses I (29.627) (37.301) 21% {127.966} (130.623)  -2%|

General and Administrative Expen: 585 {18.401) {13.684) 4% (803571} (54.050) 12%

Other Net Operating Revenue (Expsnsos) 2.658 5.930 -56% 9.884 28.967  -66%

ACtlvity Resuli R A R 45,313 5.385 195% .8 e

JActivity Margin i 4,7%

Net Financial Revenues (Expenses) {17.711} {69.893) -15% (58.645) (52.723) 1%
Financial Revenues J 6.117 4.244 44% 23.098 19.467 19%)
Financial Expenses i {23.828) {74.1237) -68% {81.743) (72.190} 13%)

Equity Results 3.135 4.325 -28% 23.233 42,156 -45%

Goodwill Amortization [ l {13.856) {13.936) A% (57.321) (20.692)  177%)

Net non-Operating Revenues (Expenses} (589) (27 113% (1.158) {25.970)  -96%)

IIncome Before income Tax nnd Social Contributh 16.282 (64.398) «125% {13.019) 28.072  -146%)

Income Tax and Social Con:ribuiiur (6.596) 30.883 -121% 13.035 4132 215%)

Minarity Interest | - (6.716) {15.960)

Nel Income/Loss for.the.Yoar 220 B 15,244

|EBITDA / r 65.188 33.336 96% 155.952 156.488 0%

EBITDA Margin 13,8% 8,1% 8,5% 8,7%
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PETROGUIMICA

‘SUZANO !

Annex 2 -Income Statement - Consolidated

Suzano Petroquinliica

Income Statement
R$ thousand

(*) ex Politeno

(Gross Revenues
Gross Revenues Deductiong |

Nel Rovenues [ 5T Lo
Cast of Goods Sold !
[Gross Incoma '
Gross Margin

Sefling Expenses

Activity Result . i7ews
 Activity Margin

Financial Revenues
Financial Expenses

Goodwill amortization

1

Monirity [ntarest

Net Financial Revenuas (Expenses)

i
Equity Results | J
{

Llncome Tax and Social Contribition

General and Adminisirative Expensas
Other Net Operatmg Hevenue (Expenses)

- Consolidated

(502.028)
120.557
19,4%

{42.072)
(23.778)

40Q 05 ‘('}

613.196

(407.564) 23%
69.087 T5%
14,5%
{40.845) 3%
{16.796) 42%

Net non-Operating Revenues (Expensas)
|income Before Income Tax and Social Contributi

(25.916)
46.017
{71.933)

0
{13.866)
(559)
17.815

3,6%
(70.537) -63%
7.743 484%,
{78.280) -8%
{13.936) 0%
(266) 110%
-135%

torma |
3.064.21

pro 2005 pro
forma
2.741.155

(620.882) %
o e o

{2.067.791) (1812.122)  14%)
917.869 299.150 6%
13.9% 14.2%
(166.378) {(148133)  12%
{83.282) (66.103)  26%
14,038 29.632 -53%]
*82,540% ET114:546 0 26%)
3% 5,4%
{92.300) (65.756)  40%
120,580 19506  518%
{212.850) (85.262)  150%)
{57.321) (20.692) 177%
36.962 {26.272) -
{30.411) 1.826 -1765%
28,301 734 3755%)

T R 0686
EBITDA ' 90,081 37.250 142% 183.370 189.831 2%|
EBITDA Margin ! 14,5% 7.8% 8,1% 8,0%
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